% .
@ AlCPA Peer Review

Program

Peer Review Board
Open Session Materials

May 3, 2023
Virtual Meeting




AICPA Peer Review Board
Open Session Agenda
Wednesday May 3, 2023
Teleconference

Date: Wednesday May 3, 2023
Time: 1:00PM — 3:00PM Eastern Time

1.1 Welcome Attendees and Roll Call of Board** — Mr. Kindem/Mr. Bluhm
1.2 Proposal of Peer Review Standards Update No. 1, Omnibus Enhancements and Technical
Corrections* - Mr. Fawley
1.3 Task Force Updates®
e Standards Task Force Report — Mr. Fawley
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e Update on National Peer Review Committee — Mr. Wagner
e Update on the Proposed Criteria for QCM Content — Ms. Rowley
1.5 Other Business*™ - Mr. Bluhm
1.6 For Informational Purposes™:
A. AICPA PRB Annual Report on Oversight
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C. Compliance Update - Firm Noncooperation
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September 7, 2023 — Teleconference
November 16, 2023 — Teleconference
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Agenda Item 1.2

Proposed Peer Review Standards Update No. 1, Omnibus Enhancements and Technical
Corrections

Why is this on the Agenda?

In open session on February 2, 2022, the board approved final issuance of the clarified peer
review standards (the standards), which have been effective for peer reviews commencing on or
after May 1, 2022. Based on feedback provided from users, the Standards Task Force (STF)
developed an exposure draft with proposed modifications to the standards that was approved for
issuance by the board on November 16, 2022, with comments due by January 31, 2023. After
considering formal and informal feedback from peer review stakeholders in response to the
exposure draft, the STF is requesting approval from the board to issue of Peer Review Standards
Update No. 1, Omnibus Enhancements and Technical Corrections (PRSU No. 1)(see Agenda
Item 1.2A).

Upon approval and prior to publishing, the content of PRSU No. 1 will be subject to a final editorial
review that may result in minor clerical changes for consistency with Association branding, style,
and appropriate copyright dates.

Nature of Proposed Changes in PRSU No. 1
The detailed changes reflected in PRSU No. 1 are summarized in the explanatory memorandum
of Agenda ltem 1.2A, which are broadly characterized as the following:
¢ Clarifications to wording of extant requirements or application material to assist users with
understanding the original intent
e The introduction of some new requirements or application material paragraphs for
consistency with similar requirements in other sections of the standards
Updates to the example familiarity threat policies and procedures that are utilized by AEs
e Other corrections to various paragraph references for technical accuracy

Feedback Received

The STF and AICPA staff have continually monitored feedback from users of the standards since
final issuance, which was discussed in its meetings during August and October of 2022. As a
result of those discussions, PRSU No. 1 was developed to propose changes considered
appropriate to correct or enhance portions of the extant standards.

In response to the exposure draft of PRSU No. 1, formal and informal responses were provided
to the STF for review and consideration. Responses from various administering entities, board
members, and other stakeholders in the peer review community have noted general support of
the revisions proposed in PRSU No. 1, with some additional feedback for further clarification
(formal comment letters from respondents and related STF considerations are included in Agenda
Item 1.2B and 1.2C, respectively).

PRIMA Impact
No direct effect on PRIMA is expected from the proposed changes.



AE Impact
If approved by the board, AEs will need to consider and apply the revisions to the standards in
their processes for administering peer reviews.

Communications Plan

Because the changes proposed within Agenda Item 1.2A are not considered controversial nor
present any significant changes to extant requirements and application material, the approval and
issuance of PRSU No. 1 will be communicated to users of the standards via traditional
communication methods including AE alerts, reviewer alerts and notifications within the PRIMA
system.

Manual Production Cycle (estimated)
May 2023.

Effective Date

As proposed, no objections were noted regarding the effective date of the update to the standards.
If approved, the standards will be updated and available to users as part of the May 2023 PRPM
update (As of May 31, 2023; effective for reviews commencing on or after June 1, 2023).

Board Consideration
1. The STF asks the board to consider providing final approval for issuance of PRSU No. 1,
effective for reviews commencing on or after June 1, 2023.
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Explanatory Memorandum
Introduction

This memorandum provides a summary of Peer Review Standards Update (PRSU) No. 1,
Omnibus Enhancements and Technical Corrections, which amends the AICPA Standards for
Performing and Reporting on Peer Reviews, effective for peer reviews commencing on or after
May 1, 2022 (standards) issued by the AICPA Peer Review Board (board).

Background

The AICPA Peer Review Program (program) monitors the quality of reviewed firms’ accounting
and auditing engagements and evaluates the systems of quality control under which those
engagements are performed. Participation in the program is mandatory for AICPA membership,
as explained in paragraph .03 of PR-C section 100, Concepts Common to All Peer Reviews," and
peer reviews are now required for licensure in nearly all state licensing jurisdictions.

Summary of Proposed Changes

Corrections are made to various paragraph references for accurate cross-referencing, and the
following summary represents additional revisions for clarification and technical accuracy.

PR-C Section 100, Concepts Common to All Peer Reviews

e Paragraph .09 and paragraph .A11 are revised to further clarify the scope of
engagements under PCAOB standards that require a system review.

e Paragraph .11 is revised to further clarify RAB member voting responsibilities for
consent agenda items.

PR-C Section 200, General Principles and Responsibilities for Reviewers

e Paragraph .05fis revised to further clarify the requirement related to reviewer
qualifications.

PR-C Section 210, General Principles and Responsibilities for Reviewers — System Reviews

e Paragraphs .05 and .06 are revised with reference to additional application and other
explanatory material that describes that, in rare circumstances, exceptions to reviewer
qualifications may be approved by the AICPA prior to the commencement of a review.
This change is for consistency with extant paragraph .A1 in section 200.

o Paragraph .06b is revised to further clarify the requirement for reviewers to have current
involvement in must-select engagements, when applicable.

e Paragraph .17 is revised to further clarify the requirement for reviewers to assess the
design of a firm’s quality control policies and procedures as part of planning a peer
review.

L All PR-C sections can be found in AICPA Professional Standards.



e Paragraph .36 is revised to introduce a new paragraph .A32 of application and other
explanatory material indicating that reviewers may consider appendix A in section 220
when evaluating certain engagements in system reviews.

e Paragraph .71 is revised to further clarify the requirement for additional documents team
captains are to submit when a review is administered by the National Peer Review
Committee.

e Paragraph .A69.03 (in appendix C) is revised to further clarify the must-select
requirement that reviewers are to select an audit of financial statements performed
according to government auditing standards.

e Paragraph .A69.09 (in appendix C) is revised to remove the statement that indicates
priority in a reviewer’s engagement selection should be given to SOC 1® engagements
when the population of engagements includes both SOC 1 and SOC 2® engagements.
Instead, reviewers are expected to consider whether selecting one or both engagements
is appropriate based on identified peer review risks.

e Paragraph .A70 (lllustration 5 in exhibit B) is revised in the peer reviewer’s responsibility
section for consistency with language used in other peer review report illustrations.

PR-C Section 220, General Principles and Responsibilities for Reviewers — Engagement
Reviews

o A new paragraph .06 is added to introduce a requirement that review captains are to
meet training requirements established by the board, with reference to additional
application and other explanatory material that describes in rare circumstances,
exceptions to reviewer qualifications may be approved by the AICPA prior to the
commencement of a review. This change is for consistency with extant paragraph .A1 in
section 200.

e Paragraph .33 is revised to use phrasing consistent with a similar requirement for peer
review reports in section 210, describing a firm’s responsibility for designing and
complying with a system of quality control.

e Paragraph .35 is added to introduce a requirement for review captains to submit
additional documentation when an engagement review is administered by the National
Peer Review Committee. This change is for consistency with the extant requirement for
system reviews in paragraph .71 of section 210.

e Paragraphs .A7 and .A8 are revised to further clarify that matters are to be disposed of
as either a finding or deficiency.

e Paragraph .A29 (appendix A) is revised to include an additional example of
noncompliance that would result in a deficiency when materiality is not documented on
review engagements and to further clarify section headings to state whether the example
matters would generally result in a finding or a deficiency.

PR-C Section 300, General Principles and Responsibilities for Reviewed Firms

e Paragraph .20 is revised to further clarify the requirement for reviewed firms when
resigning from the program.



e Paragraph .A15 is revised to further clarify the availability of information in the AICPA’s
public files for firms that are no longer enrolled.

o Paragraph .A23 is revised to further clarify circumstances applicable to reviewed firms
when resigning from the program.

PR-C Section 310, General Principles and Responsibilities for Reviewed Firms — System
Reviews

o Paragraph .16c is revised to further clarify the requirement for firm representations
related to known instances of noncompliance or suspected noncompliance with the rules
and regulations of state boards of accountancy or other regulatory bodies

o Paragraph .A26 (exhibit A) is revised to include footnotes describing instances when firm
representations may be tailored.

PR-C Section 320, General Principles and Responsibilities for Reviewed Firms — Engagement
Reviews

o Paragraph .16c is revised to further clarify the requirement for firm representations
related to known instances of noncompliance or suspected noncompliance with the rules
and regulations of state boards of accountancy or other regulatory bodies

o Paragraph .A19 (exhibit A) is revised to further clarify the content of the firm
representation letter that describes the scope of engagements under PCAOB standards.
This change is for consistency with the revision previously described in paragraph .09 of
section 100.

PR-C Section 400, General Principles and Administration Responsibilities

o Paragraph .21b is revised to further clarify qualifications of report acceptance body
(RAB) members.

e Paragraph .21d introduces additional application and other explanatory material to
provide consideration for administering entities (AEs) when exceptions to the
requirement may apply. This change is for consistency with extant paragraph .A1 in
section 200.

e Paragraph .25b is revised to further clarify the qualifications of RAB members with must-
select experience.

e Paragraph .45 is revised to modify the requirement for technical reviewers to obtain
specific training in single audit engagements.

e Paragraph .45g introduces additional application and other explanatory material to assist
AEs with evaluating whether a technical reviewer has substantially met the requirement
to annually participate in a peer review.

e Paragraph .A27 is revised to further clarify the role of a consultant when such individuals
are used in RAB meetings to meet the requirement for must-select experience.

e Paragraph .A44 is revised to include the most current examples of familiarity threat
policies and procedures.



PR-C Section 410, The Report Acceptance Process

e Paragraphs .14 and .15 are revised to relocate the examples for delayed or deferred
acceptance to application and other explanatory material paragraphs .A8 and .A12,
respectively.

PR-C Section 420, Corrective Actions and Implementation Plans

e Paragraph .08 is revised to further clarify the requirement for RABs to require firms to
complete AICPA courses when nonconforming engagements are related to focus areas
in the AICPA Enhancing Audit Quality Initiative.

e Paragraph .A16 (exhibit C) is revised to further clarify the description of allowable
implementation plans for repeat findings that are not related to nonconforming
engagements.

e Paragraph .A18 (appendix A) is revised to further clarify that the report of an outside
party is to include the period ends of engagements reviewed, if applicable.

PR-C Section 430, Reviewer Monitoring and Performance

o Paragraph .A3 is revised to further clarify application and other explanatory material
describing circumstances that result in a reviewer performance deficiency.

Effective Date
These enhancements and technical corrections are effective and reflected in the Peer Review

Program Manual (PRPM) as of May 31, 2023 (effective for reviews commencing on or after June
1, 2023).
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Proposed Peer Review Standards Update No. 1,
Omnibus Enhancements and Technical
Corrections

(Boldface italics denotes new language. Deleted text is shown in strikethrough.)

PR-C Section 100, Concepts Common to All Peer Reviews

[Paragraphs .01-.08 are unchanged.]

.09 Firms that perform engagements under the Statements on Auditing Standards (SASs) or
Government Auditing Standards, examinations under the Statements on Standards for Attestation
Engagements (SSAESs), or audits or examination engagements under PCAOB standards as their
highest level of service must have system reviews. Firms are eligible to have engagement reviews
if the highest level of service does not require a system review and is performed that-perform
serviees-under the SSARSs or services—under-the SSAEs or is an other attestation engagement

under PCAOB standards—not-necladedinsystemreviews—as—their-highest level of service—are
eligible-to-have-engagementreviews. (Ref: par. .All)

[Paragraph .10 is unchanged.]

.11 For the purposes of all sections of these standards, the following terms have the meanings
attributed as follows:

[The content of other definitions in this paragraph is unchanged.]

Consent agenda. A list of reviews, corrective actions, implementation plans, and other
items that allows RAB members to vote on all items at one time without discussion.-hewever;
aAny RAB member may extract any item from the consent agenda for discussion and a separate
vote if necessary; failing to respond to a call for vote should not be considered an affirmative
response. The following minimum criteria must be met for a review to be accepted using a
consent agenda: (Ref: par. .A17)

e A report rating of pass
e No matters for further consideration (MFCs)

e Without reviewer performance feedback



Items related to corrective actions and implementation plans should be accepted using a
consent agenda only if

e there are clearly identifiable actions or procedures that could be accepted by the
technical reviewer or CPA on staff (see paragraph .0598 of PR-C section 420,
Corrective Actions and Implementation Plans),

e requests to waive corrective actions or implementation plans are specific and easy
to understand, or (Ref: par. .A18)

e there is no apparent reason that requests to extend due dates should not or would
not be approved by the RAB. (Ref: par. .A19)

Other items may be approved using a consent agenda if there are clearly identifiable actions
that do not require discussion, assessment, or a vote by the full peer review committee.

[Paragraphs .12—.43 are unchanged.]

.44 If any of the disagreeing parties believe a review of the panel’s decision is warranted, they
should request an appeal by writing to the board and explaining the reasons a review of the panel’s
decision is warranted. A panel formed by the board will review and consider the request and take
further action pursuant to fair procedures that it has established. (Ref: par. .06 of section 400)

[Paragraphs .45—-.53 and .A1-.A10 are unchanged. ]

.A11 The type of peer review is determined based on the engagements performed as the firm’s
highest level of service, as shown in the following chart:

Engagements as the Firm’s Highest Level of Service System Engagement
Review Review

Statements on Auditing Standards (SASs)

Engagements X
Government Auditing Standards (GAS)

Financial audits X

Attestation engagements (examination, review, or agreed- X
upon procedures under GAS)

Performance audits X

Statements on Standards for Attestation Engagements (SSAEs)



Engagements as the Firm’s Highest Level of Service System Engagement

Review Review
Examination engagements X
Review engagements X
Agreed-upon procedures engagements X
PCAOB Standards
Audits X
Examinations X
Other attestation engagements (reviews, attest, or agreed- X

upon procedures engagements under PCAOB standards)

Statements on Standards for Accounting and Review Services (SSARSs)

Reviews of financial statements X
Compilation engagements X
Preparation of financial statements engagements X

If a firm is required to have a system review, all the engagements listed in the preceding table
would be subject to selection for review based on periods ending during the year under review,
except for financial forecasts, projections, and agreed-upon procedures engagements. Financial
forecasts, projections, and agreed-upon procedures engagements with accountant’s report dates
during the year under review would be subject to selection.

[Paragraphs .A12—.A56 are unchanged.]

PR-C Section 200, General Principles and Responsibilities for
Reviewers

[Paragraphs .01-.04 are unchanged.]

Reviewer Qualifications
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.05 To qualify as a reviewer, CPAs should consider whether their day-to-day involvement in their
firm’s accounting and auditing practice is sufficiently comprehensive to enable them to perform a
peer review with professional expertise. At a minimum, a reviewer should meet the following
qualifications: (Ref: par. .A1)

a.

i

Be a member of the AICPA in good standing, licensed to practice as a CPA, and
employed by or an owner of a firm enrolled in the program. (Ref: par. .A2)

Be in public practice as a partner, manager, or person with equivalent responsibilities
in the accounting or auditing practice or carrying out a quality control function in the
CPA’s firm. (Ref: par. .A3)

Have current practice experience by performing or supervising accounting or auditing
engagements in the CPA’s firm or carrying out a quality control function in the firm,
with reports dated within the last 18 months. (Ref: par. .A4)

Have spent the last five years in the practice of public accounting in the accounting or
auditing function.

Be employed by or be the owner of a firm that has received a report with a peer review
rating of pass or pass with scope limitations for its most recent peer review. (The report
should have been accepted timely.) (Ref: par. .A5—-.A6)

Possess appropriate experience and current knowledge of professional standards ané
experienee related to the kind of practice and the industries of the engagements to be
reviewed. (Ref: par. .A7)

Obtain at least 48 hours of AICPA-required continuing professional education (CPE)
every 3 years in subjects relating to accounting, auditing, and quality control with a
minimum of 8 hours in any 1 year.

Be free of restrictions from regulatory or governmental bodies on the CPA’s ability to
practice public accounting. (Ref: par. .A8)

Provide qualifications and experience via a reviewer resume.

[Paragraphs .06—.38 and .A1—-.A45 are unchanged. ]

PR-C Section 210, General Principles and Responsibilities for

Reviewers — System Reviews

[Paragraphs .01-.04 are unchanged.]

Reviewer Qualifications for Team Captains



.05 In addition to meeting the requirements in section 200, a team captain must be a partner and
complete initial and ongoing peer review training that meets the requirements established by the
board. (Ref: par. .A1-.A42)

Reviewer Qualifications for Must-Select and Must-Cover Engagements

.06 In addition to the qualifications discussed in section 200, a reviewer of must-select
engagements should meet the following criteria: (Ref: par. .A2)

a. Have completed additional training focused on must-select engagements that meets the
requirements of the board. (Ref: par. .A32)

b. Be presently—currently involved in one of the following areas in the must-select
engagements in the reviewer’s firm:

1. Supervising or performing engagements
ii. Performing engagement quality control reviews on engagements

iii. Performing the inspection of must-select engagements as part of the firm’s
monitoring process

c. Beemployed by or be an owner of a firm that is a member of the respective audit quality
center, if applicable.

[Paragraphs .07—.16 are unchanged.]

.17 To assess control risk, the reviewer should consider the results of the-team-eaptain’s assessing
ment-of the firm’s design of and-comphianee-with-its policies and procedures according to quality
control standards established by the AICPA. (Ref: par. .A1110)

[Paragraphs .18—.35 are unchanged.]

.36 The reviewer should evaluate each engagement selected for review. The evaluation should
include the following: (Ref: par. .A32)

a. Consideration of the financial statements or information and the related accountants’
reports

b. Review of accounting and audit documentation required by the applicable professional
standards

c. Consideration of information related to the engagement obtained through the peer
review, including but not limited to engagement profile information, representations
made by the firm, and other inquiries

[Paragraphs .37-.70 are unchanged.]



.71 For all reviews administered by the National Peer Review Committee, the team captain should

submit the following documents-n-additionto-theserequired-by-paragraph-70, as applicable: (Ref:
par. .A6866)

a. All documents required by paragraph .70 to be submitted for system reviews
b. Engagement questionnaires or checklists
c. Quality control documents and related practice aids
d. Staff and focus group interview forms
e. Planning documents
/. Any other documents considered relevant by the team captain
[Paragraph .A1 is unchanged.]

.A2 In rare circumstances, an exception to the reviewer qualification requirements described in
paragraphs .05-.08 may be approved by the AICPA prior to commencement of the peer review.
The request must be made in writing and should thoroughly explain why the exception should
be approved.

[Paragraphs .A2—.A30 are renumbered to .A3— A31. The content is unchanged.]

.A32 When reviewing engagements subject to the Statements on Standards for Accounting and
Review Services, team captains may refer to examples of noncompliance with applicable
professional standards in appendix A of section 220 to assist with concluding whether the
engagement is performed and reported on in conformity with applicable professional standards
in all material respects (nonconforming). While nonconforming engagements are elevated to a
deficiency in an engagement review, nonconforming engagements do not necessarily result in
a finding, deficiency, or significant deficiency in a system review.

[Paragraphs .A31—.A68 are renumbered to .A33—.A70. The content is unchanged.]

Appendix C — Additional Requirements for Must-Select and Must-

Cover Engagements (Ref: par. .27)
A7169

[Paragraphs .01-.02 in appendix C are unchanged.]
Engagements Under Government Auditing Standards

.03 Government Auditing Standards (GAS), issued by the U.S. Government Accountability Office,
requires auditors conducting engagements in accordance with those standards to have a peer
review that includes the review of at least one engagement conducted in accordance with those
standards. If a firm performs the financial statement audit of one or more entities subject to



GAS, at least one such audit engagement should be selected for review. Additionally, if the firm
performs engagements of entities subject to the Single Audit Act, the reviewer must evaluate a
compliance audit.

[Paragraphs .04—.08 in appendix C are unchanged.]
Examinations of Service Organizations

.09 Due to the reliance of user entities on system and organization control (SOC) reports,
particularly SOC 1® and SOC 2® reports, there is a significant public interest in examinations of
service organizations relevant to user entities. If a firm performs an examination of one or more
service organizations and issues a SOC 1 or SOC 2 report, at least one examination should be
reviewed. H-a-firm-performs-beth-SO and-SO chgagementsa nd-a-proper risk-assessmer

[Paragraphs .10—.12 in appendix C are unchanged.]

Exhibit B — Illustrative Examples of the Reviewer’s Report on the
Firm’s System of Quality Control

.A7270 This exhibit contains various illustrations of a peer reviewer’s report on a firm’s system
of quality control (system reviews).

[[lustrations 1-4 of exhibit B are unchanged.]

Illustration 5 — A Reviewer’s Report on the Firm’s System of Quality Control With a Peer
Review Rating of Fail

[Firm letterhead for a firm-on-firm review, team captain’s firm letterhead for an
association-formed review team]

Report on the Firm’s System of Quality Control
[Exit Conference Date]

To the Partners of [or other appropriate terminology] XYZ & Co. and the Peer Review
Committee of the [insert the name of the applicable administering entity], ™!

fil " The report of a firm whose review is administered by the National Peer Review Committee should be addressed
as follows: “To the Partners of [or appropriate terminology] XYZ & Co. and the National Peer Review Committee.”



We ™2 have reviewed the system of quality control for the accounting and auditing practice
of XYZ & Co. (the firm) ™2 in effect for the year ended June 30, 20XX. Our peer review
was conducted in accordance with the Standards for Performing and Reporting on Peer
Reviews established by the Peer Review Board of the American Institute of Certified
Public Accountants (Standards).

A summary of the nature, objectives, scope, limitations of, and the procedures performed
in a system review as described in the Standards may be found at
www.aicpa.org/prsummary. The summary also includes an explanation of how
engagements identified as not performed or reported on in conformity with applicable
professional standards, if any, are evaluated by a peer reviewer to determine a peer review
rating.

Firm’s Responsibility

The firm is responsible for designing and complying with a system of quality control to
provide the firm with reasonable assurance of performing and reporting in conformity with
the requirements of the applicable professional standards in all material respects. The firm
is also responsible for evaluating actions to promptly remediate engagements deemed as
not performed or reported on in conformity with the requirements of the applicable
professional standards, when appropriate, and for remediating weaknesses in its system of
quality control, if any.

Peer Reviewer’s Responsibility

Our responsibility is to express an opinion on the design of and compliance with the firm’s

system of quality control and-the-firm’s-comphanee-therewith-based on our review.

Required Selections and Considerations

Engagements selected for review included engagements performed under Government
Auditing Standards, including compliance audits under the Single Audit Act; audits of
employee benefit plans; audits performed under FDICIA; and examinations of service
organizations (SOC 1% and SOC 2® engagements). ™4

f2 " The report should use the plural we, us, and our even if the review team consists of only one person. The singular
I, me, and my are appropriate only if the reviewed firm has engaged another firm to perform its review and the
reviewing firm is a sole practitioner.

13 The report of a firm that is required to be registered with and inspected by the PCAOB should be tailored here to
add "applicable to engagements not subject to PCAOB permanent inspection."

fn4 If the firm performs audits of employee benefit plans; engagements performed under Government Auditing
Standards, including compliance audits under the Single Audit Act; audits of depository institutions with total assets
of $500 million or more at the beginning of the institution’s fiscal year; examinations of service organizations (SOC
1 and SOC 2 engagements); or other engagements required to be selected by the board, the engagement(s) selected
for review should be identified in the report using this paragraph, tailored as applicable. If the reviewer selected an
engagement under Government Auditing Standards (excluding engagements subject to the Single Audit Act) and also


http://www.aicpa.org/prsummary

As apart of our peer review, we considered reviews by regulatory entities as communicated
by the firm, if applicable, in determining the nature and extent of our procedures.

Significant Deficiencies ™ Identified in the Firm’s System of Quality Control

We noted the following significant deficiencies ™ ® during our review:

1.

The firm’s quality control policies and procedures do not provide reasonable
assurance that the firm will comply with applicable professional standards and will
issue reports that are appropriate in the circumstances, as a result of the following
significant deficiencies:

a. The firm lacks policies and procedures addressing new engagement
acceptance to reasonably ensure it only undertakes engagements that it has
the capabilities, resources, and professional competence to complete in
accordance with applicable professional standards.

b. The firm lacks policies and procedures addressing continuing professional
education (CPE) to require its personnel to obtain relevant training to
prepare for engagements in new industries or service areas.

c. Firm leadership has not implemented policies and procedures to provide
clear, consistent, and frequent actions and messages from all levels of the
firm’s management that emphasize the firm’s commitment to quality.

In our opinion, the significant deficiencies described previously contributed to an
employee benefit plan audit that did not conform to professional standards in all
material respects. During our review, we discovered that the firm had undertaken
an employee benefit plan audit without performing appropriate acceptance
procedures, including the engagement partner obtaining relevant CPE or otherwise
obtaining sufficient knowledge to conduct the audit.

The firm’s quality control policies and procedures addressing continuing
professional education (CPE) are not sufficient to provide reasonable assurance that
its personnel will have the competence necessary to perform engagements in
accordance with professional and regulatory requirements. The courses taken by

selected an engagement solely to evaluate a compliance audit under the Single Audit Act, this portion of the sentence
should read as follows “Government Auditing Standards, compliance audits under the Single Audit Act,” and so on.
For SOC engagements, the paragraph should be tailored to reflect the type(s) selected for review. The paragraph
should be tailored to indicate if single or multiple engagements were selected for review (for example, an audit versus
audits). If the firm does not perform such engagements, this paragraph is not applicable and not included in the report.

fn5 This language should be tailored to indicate a single significant deficiency, when applicable.

f6 When considered together, the deficiencies rise to the level of significant deficiencies. The significant deficiencies
provided are examples for illustrative purposes only.

20



firm personnel did not provide them with sufficient information about current
developments in accounting and auditing matters. In our opinion, this led to firm
personnel being unable to appropriately address recent pronouncements and new
disclosure requirements and failure to consider new auditing standards and other
required communications. This contributed to audit engagements performed under
Government Auditing Standards, and audits in other industries, that did not
conform to professional standards in all material respects.

The firm’s quality control policies and procedures regarding monitoring do not
provide it with reasonable assurance that the policies and procedures relating to the
system of quality control are relevant, adequate, and operating effectively. The
firm’s quality control policies and procedures do not

a. include an ongoing consideration and evaluation of the firm’s system of
quality control, including inspection or a periodic review of engagement
documentation, reports, and clients’ financial statements for a selection of
completed engagements.

b. require responsibility for the monitoring process to be assigned to a partner
or partners or other persons with sufficient and appropriate experience and
authority in the firm to assume that responsibility.

c. assign the performance of monitoring the firm’s system of quality control
to qualified individuals.

Opinion

In our opinion, as a result of the significant deficiencies previously described, the system

of quality control for the accounting and auditing practice of XYZ & Co.

7 in effect for

the year ended June 30, 20XX, was not suitably designed or complied with to provide the
firm with reasonable assurance of performing or reporting in conformity with applicable
professional standards in all material respects. Firms can receive a rating of pass, pass with
deficiency(ies), or fail. XYZ & Co. has received a peer review rating of fail.

[Name of team captain’s firm|

[[lustration 6 of exhibit B is unchanged.]

PR-C Section 220, General Principles and Responsibilities for
Reviewers — Engagement Reviews

[Paragraphs .01-.05 are unchanged.]

f7 The report of a firm that is required to be registered with and inspected by the PCAOB should be tailored here to
add "applicable to engagements not subject to PCAOB permanent inspection."”
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Reviewer Qualifications for Review Captains

.06 In addition to meeting the requirements in section 200, a review captain should complete

initial and ongoing peer review training that meets the requirements established by the board.
(Ref: par. .A2-.A3)

[Paragraphs .06—.32 are renumbered to .07—.33. The content is unchanged. ]

.3433 The written report in an engagement review should (Ref: par. .A2624)

a.

b.

be dated as of the exit conference date.
be issued on letterhead of the firm performing the review.

state at the top of the report the title “Report on the Firm’s Conformity With Professional
Standards on Engagements Reviewed.”

include headings for each of the following sections:
1. Firm’s Responsibility
ii.Peer Reviewer’s Responsibility

iii. Deficiency(ies) Identified in the Firm’s Conformity With Professional Standards on
Engagements Reviewed (if applicable)

iv. Scope Limitation (if applicable)
v. Conclusion

state that the review captain reviewed selected accounting engagements of the firm and
include the year-end covered by the peer review.

state that the peer review was conducted in accordance with the Standards for Performing
and Reporting on Peer Reviews (the standards) established by the Peer Review Board of
the American Institute of Certified Public Accountants.

state that the nature, objectives, scope, limitations of, and procedures performed in an
engagement review as described in the standards can be found on the AICPA website
where the standards are summarized.

include a URL reference to the AICPA website where the standards are located and state
that the summary includes an explanation of how engagements identified as not performed
or reported on in conformity with applicable professional standards, if any, are evaluated
by a peer reviewer to determine a peer review rating.

state that the firm is responsible for designing and complying with a system of quality
control and-eomplying-withit to provide the firm with reasonable assurance of performing
and reporting in conformity with applicable professional standards in all material respects
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and for evaluating actions to promptly remediate engagements deemed as not performed
or reported on in conformity with professional standards, when appropriate, and for
remediating weaknesses in its system of quality control, if any.

[Items j-p of this paragraph are unchanged.]
[Paragraph .34 is renumbered to .35. The content is unchanged].

.36 For all reviews administered by the National Peer Review Committee, the review captain
should submit the following documents, as applicable: (Ref: par. .A30)

a. All documents required by paragraph .35 to be submitted for engagement reviews
b. Engagement questionnaires or checklists
c. Any other documents considered relevant by the review captain

[Paragraph .A1 is unchanged.]
Reviewer Qualifications for Review Captains

.A2 Peer review training courses designed to meet the requirement are located on the Peer
Review page of the AICPA website.

.A3 In rare circumstances, an exception to reviewer qualifications described in paragraph .06
may be approved by the AICPA prior to commencement of the peer review. The request must be
made in writing and should thoroughly explain why the exception should be approved.

[Paragraphs .A2—.A6 are renumbered to .A4—.A8. The content is unchanged.]

Identifying, Evaluating, and Aggregating Matters, Findings, and Deficiencies (Ref: par. .20-
24)

.A79 Exhibit A shows a broad understanding of the peer review process, from the review of
submitted engagements to the determination of whether a matter; is a finding; or deficiency. It
also illustrates the aggregation of these items, their documentation, and their potential impact on
the report rating.
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Exhibit A Reviewed Firm’s Engagements Subject to Review

Engagements reviewed

]

Review financial
statements or information,
report, and
documentation.

—

Aggregation and evaluation of matters
and conclusion that one or more  fausuusdl
findings or deficiencies exist

v )

Documentation
One or more

deficiencies

dl
N - — * Nature and relative
¢ Evaluation of findingsmatters and importance of findingsmatters
- - conclusion that one or more deficiencies . .
Remind reviewed ist and Considerations
firm of obligation i existan L. * Material to understanding
under AU-C sections evaluation of engagement deficiencies

of the report or financial
statements

560 and 585 and
AR-C section 100
paragraph .64, as
applicable. * Omission of a critical
Deficiencies
exist on all
engagements

procedure, including
documentation

(Ref: par. .1819) Deficiencies

not evident on

No

deficiencies all DMFG
engagements (Ref: par. .3233 % FFC prepared
(Ref: par. .32 and .A2123) Documentation provides a for
33 and .A1921) (Ref: par. .3233 st y finding i
and .A2022) “and. as
disposition considered
Document actions of all deficiencies.
planned or taken on MFC MFCs.
and engagement review Report Re!)ort
statistics data sheet. * ratln.g.
rating: Fail
Pass with
deficiencies

matter sheﬂld—bels elevated toa f ndmg or def czency, the review captam sheuld-considers the
matter’s nature and relative importance, if the matter is material to the understanding of the report
or financial statements, or if the matter represents the omission of a critical procedure including
documentation.

[Paragraphs .A9—.A28 are renumbered to .A11-.A30. The content is unchanged.]

Appendix A — Examples of Noncompliance With Applicable
Professional Standards

.A3129 The following is a list of examples of noncompliance with applicable professional
standards. This is not an all-inclusive list, and the reviewer should decide if the noncompliance is

a matter, finding, or deficiency as described in paragraphs .2126—.2524 and by using the following
guidance. (Ref: par. .2120—.2524 and .A97)
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List of Matters and-Findings That Generally Would Net Result in a Deficieney-Finding
[The content beneath the preceding heading is unchanged.]

List of Matters and-Findings-That Generally Would Result in a Deficiency

[All other content beneath the preceding heading is unchanged.]

SSARSSs Procedures (Including Documentation)

e Failure to establish an understanding with management regarding the services to be
performed through a written communication (for example, an engagement letter)

e Failure to document significant findings or issues

e Failure to document communications to the appropriate level of management
regarding fraud or illegal acts that come to the accountant’s attention

e For review engagements, failure to document materiality or to apply the
established materiality when designing or evaluating the results of review
procedures

e For review engagements, failure to perform or document analytical and inquiry
procedures, including the matters covered, and the development of and basis for the

accountant’s expectations

e For review engagements, failure to document significant unusual matters and their
disposition

e Forreview engagements, failure to obtain a client management representation letter

e Failure to obtain all required signatures on the engagement letter (or other suitable
written agreement)

[Paragraph .A30 is renumbered to .A32. The content is unchanged. ]

PR-C Section 300, General Principles and Responsibilities for
Reviewed Firms

[Paragraphs .01-.19 are unchanged.]

Resigning From the Program

A _F1rm-m

tew—1T0 resign from the program, a firm should submit a written
request to the AE before the firm’s peer review has commenced. Before resigning, a firm should
consult with its state boards of accountancy to determine if it is in compliance with its state peer

20
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[Paragraphs .21-.25 and .A1-.A14 are unchanged.]

.A15 The firm’s AE and AICPA staff may disclose to third parties the following information:
a. The firm’s name and address
b. Whether the firm is enrolled in the program

c. The date of acceptance and period covered by the firm’s most recently accepted peer
review

d. The most recent date that the firm’s enrollment in the program has been dropped or
terminated, if applicable

This information is available in the AICPA public file for all firms enrolled in the program and
Jor a period of 42 months after a firm is no longer enrolled.

[Paragraphs .A16—.A22 are unchanged.]

.A23 A firm may resign from the program when it no longer performs engagements that require
the firm to be enrolled in the program. The submission by the firm of a request to resign from the
program once its peer review has commenced but has not been completed is considered not

cooperating, and the firm’s enrollment is subject with-the AE-and-maylead-to-the termination
firom the program as described in paragraph .14efthefirm s-enrollmentinthe programbya
licaring panel of the board.

[Paragraph .A24 is unchanged.]

PR-C Section 310, General Principles and Responsibilities for

Reviewed Firms — System Reviews
[Paragraphs .01—.15 are unchanged.]

.16 The firm should provide to the team captain written representations on firm letterhead for the
peer review year, dated as of the date of the peer review report, that state the following: (Ref:
par. .A22—-.A23)

a. Management has fulfilled its responsibility for the design of and compliance with a
system of quality control for our accounting and auditing practice that provides us with
reasonable assurance of performing and reporting in conformity with applicable
professional standards in all material respects.
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b. Management acknowledges its responsibility for complying with the rules and
regulations of state boards of accountancy and other regulations.

c¢. Management has disclosed to the team captain all known instances of noncompliance
or suspected noncompliance with the rules and regulations of state boards of
accountancy or other regulatory bodies, including applicable firm and individual
licensing requirements in each state in which the firm practices, for the year under
review.H+h ; ; ; ; ;

[Items d.—/. in paragraph .16 are unchanged]

[Paragraphs .17—.18 and .A1-.A25 are unchanged.]
Exhibit A — Illustrative Representation Letter

.A26 The following illustrative letter includes written representations that are required by
paragraphs .16 and .17 of this PR-C section. The firm may tailor the language in this illustration
and refer to attachments to the letter as long as adequate representations pertaining to the matters
previously discussed, as applicable, are included to the satisfaction of the team captain.

[Entity Letterhead]
[Date]
To [Name of Team Captain]:

We are providing this letter in connection with the peer review of the system of quality
control for the accounting and auditing practice of [name of firm] [applicable to
engagements not subject to PCAOB permanent inspection (if applicable)]/ ! as of the date
of this letter and for the year ended June 30, 20XX.

Management has fulfilled its responsibility for the design of and compliance with a system
of quality control for our accounting and auditing practice that provides us with reasonable
assurance of performing and reporting in conformity with applicable professional standards
in all material respects.

We understand that we are responsible for complying with the rules and regulations of state
boards of accountancy and other regulators. We have [no knowledge of][disclosed to you
all known] situations in which [name of firm] or its personnel have not complied with the
rules and regulations of state board(s) of accountancy or other regulatory bodies, including
applicable firm and individual licensing requirements in each state in which it practices for
the year under review.

f11 The representation letter of a firm who is required to be registered with and inspected by the PCAOB should
be tailored here to add "applicable to engagements not subject to PCAOB permanent inspection."’
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We have provided to the team captain a list of all engagements with periods ending during
(or, for financial forecasts or projections and agreed-upon procedures engagements, report
dates in) the year under review, regardless of whether issued as of the date of this letter.
This list appropriately identified and included, but was not limited to, all engagements
performed under Government Auditing Standards, including compliance audits under the
Single Audit Act, audits of employee benefit plans, audits performed under FDICIA, and
examinations of service organizations (SOC 1% and SOC 2® engagements), as applicable.
We understand that failure to properly include engagements subject to the scope of the peer
review could be deemed as failure to cooperate. We also understand this may result in
termination from the Peer Review Program and, if termination occurs, may result in an
investigation of a possible violation by the appropriate regulatory, monitoring, and
enforcement body.

We have completed the following must-select engagements and issued their respective
reports. To the best of our knowledge and belief, the peer review team has selected and
reviewed at least one of each category:

1. Engagements performed under Government Auditing Standards

2. Compliance audits under the Single Audit Act

3. Audits of employee benefit plans

4. Audits performed under FDICIA

5. Examinations of service organizations (SOC 1 and SOC 2 engagements)]

[We confirm that it is our responsibility to remediate nonconforming engagements as stated
by the firm in the [Matter for Further Consideration, Finding for Further Consideration, or
Letter of Response (as applicable)]].

We have discussed significant issues from reports and communications from regulatory,
monitoring, and enforcement bodies with the team captain, if applicable. We have also
provided the team captain with any other information requested, including communications
or summaries of communications from regulatory, monitoring, or enforcement bodies
relating to allegations or investigations of deficiencies in the conduct of an accounting,
audit, or attestation engagement performed and reported on by the firm, whether the matter
relates to the firm or its personnel, within three years preceding the current peer review
year-end. We confirm, to the best of our knowledge and belief, that there are no known
restrictions or limitations on the firm’s or its personnel’s ability to practice public
accounting by regulatory, monitoring, or enforcement bodies within three years preceding
the current peer review year-end.

We understand the intended uses and limitations of the quality control materials we have
developed or adopted. We have tailored and augmented the materials as appropriate such
that the quality control materials encompass guidance that is sufficient to assist us in
conforming with professional standards (including the Statements on Quality Control
Standards) applicable to our accounting and auditing practice in all material respects.
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Sincerely,
[Name of Reviewed Firm Representative(s)]/ #*

[Paragraph .A27 is unchanged.]

f 2t Firm representatives are members of management, as described in paragraph .10 in section 300, General
Principles and Responsibilities for Reviewed Firms.
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PR-C Section 320, General Principles and Responsibilities for
Reviewed Firms — Engagement Reviews

[Paragraphs .01-.15 are unchanged.]

.16 The firm should provide to the review captain written representations on firm letterhead for
the peer review year, dated as of the date of the peer review report, that state the following: (Ref:
par. .A16—-.A18)

a. Management has fulfilled its responsibility for the design of and compliance with a
system of quality control for our accounting practice that provides us with reasonable
assurance of performing and reporting in conformity with applicable professional
standards in all material respects.

b. Management acknowledges its responsibility for complying with the rules and
regulations of state boards of accountancy and other regulations.

c. Management has disclosed to the review captain all known instances of noncompliance
or suspected noncompliance with the rules and regulations of state boards of
accountancy or other regulatory bodies, including applicable firm and individual
licensing requirements through the issuance dates of the reviewed engagements in
each state in which the firm practices for the year under review. H-there-are-knewn

[Items d.—/. in paragraph .16 are unchanged]

[Paragraphs .17-.19 and .A1-.A18 are unchanged.]
Exhibit A — Illustrative Representation Letter

.A19 The following illustrative letter includes written representations that are required by
paragraphs .16 and .17 of this PR-C section. The firm may tailor the language in this illustration
and refer to attachments to the letter as long as adequate representations pertaining to the matters
previously discussed, as applicable, are included to the satisfaction of the review captain.

[Entity Letterhead]

[Date of the Report]

To [Name of Review Captain]:
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We are providing this letter in connection with the peer review of [name of firm]
[applicable to engagements not subject to PCAOB permanent inspection (if applicable)]
fr 2 a5 of the date of this letter and for the year ended June 30, 20XX.

Management has fulfilled its responsibility for the design of and compliance with a system
of quality control for our accounting practice that provides us with reasonable assurance of
performing and reporting in conformity with applicable professional standards in all
material respects.

We understand that we are responsible for complying with the rules and regulations of state
boards of accountancy and other regulators. We have [no knowledge of][disclosed to you
all known] situations in which [name of firm] or its personnel have not complied with the
rules and regulations of state board(s) of accountancy or other regulatory bodies, including
applicable firm and individual licensing requirements through the issuance dates of the
reviewed engagements in each state in which it practices for the year under review.

We have provided to the review captain a list of all engagements with periods ending
during (or, for financial forecasts or projections and agreed-upon procedures engagements,
report dates in) the year under review, regardless of whether issued. This list included, but
was not limited to, all engagements performed under Government Auditing Standards,
audits of employee benefit plans, audits performed under FDICIA, and examinations of
service organizations (SOC 1® and SOC 2® engagements), as applicable. The firm does not
perform engagements under the Statements on Auditing Standards (SASs) or Government
Auditing Standards, examinations under the Statements on Standards for Attestation
Engagements (SSAEs), or audit or examination engagements under Public Company
Accounting Oversight Board (PCAOB) standards that are not subject to permanent
inspection by the PCAOB. We understand that failure to properly include these
engagements on the list could be deemed as failure to cooperate. We also understand this
may result in termination from the Peer Review Program and, if termination occurs, may
result in an investigation of a possible violation by the appropriate regulatory, monitoring,
and enforcement body.

[We confirm that it is our responsibility to remediate nonconforming engagements as stated
by the firm in the Letter of Response (if applicable).]

We have discussed significant issues from reports and communications from regulatory,
monitoring, and enforcement bodies with the review captain, if applicable. We have also
provided the review captain with any other information requested, including
communications or summaries of communications from regulatory, monitoring, or
enforcement bodies relating to allegations or investigations of deficiencies in the conduct
of an accounting, audit, or attestation engagement performed and reported on by the firm,
whether the matter relates to the firm or its personnel, within three years preceding the
current peer review year-end. We confirm that, to the best of our knowledge and belief,
there are no known restrictions or limitations on the firm’s or its personnel’s ability to

112 The representation letter of a firm who is required to be registered with and inspected by the PCAOB should
be tailored here to add "applicable to engagements not subject to PCAOB permanent inspection."’
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practice public accounting by regulatory, monitoring, or enforcement bodies within three
years preceding the current peer review year-end.

We understand the intended uses and limitations of the quality control materials we have
developed or adopted. We have tailored and augmented the materials as appropriate such
that the quality control materials encompass guidance that is sufficient to assist us in
conforming with professional standards (including the Statements on Quality Control
Standards) applicable to our accounting practice in all material respects.

Sincerely,
] fn 3+

[Name of Reviewed Firm Representative(s)

[Paragraph .A20 is unchanged.]

PR-C Section 400, General Principles and Administration

Responsibilities
[Paragraphs .01-.20 are unchanged.]

Report Acceptance Body
Qualifications
.21 A RAB member should
a. be a member of the AICPA in good standing, licensed to practice as a CPA.
b. be presenthy—currently involved in public practice as a partner, manager, or person with
equivalent responsibilities in the accounting or auditing practice or carrying out a quality

control function in the member’s firm. (Ref: par. .A23)

c. have spent the last five years in the practice of public accounting in the accounting or
auditing function.

d. be employed by or be an owner of a firm that has received a report with a peer review
rating of pass or pass with scope limitations for its most recent peer review. The report
should have been accepted timely. (Ref: par. .A24-.425)

e. complete RAB member training that meets the requirements established by the board.

fn3+ Firm representatives are members of management as described in paragraph .10 of section 300, General
Principles and Responsibilities for Reviewed Firms.
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f.agree to confidentiality and conflict-of-interest requirements of the program.
[Paragraphs .22—.24 are unchanged.]

.25 If a RAB meeting includes a third party to meet the requirement for must-select experience
discussed in paragraph .24, that individual should meet the following qualifications:

a. Be amember of the AICPA in good standing, licensed to practice as a CPA, and employed
by or an owner of a firm enrolled in the program.

b. Be presenthy—currently involved in public practice in the must-select engagements as a
partner, manager, or person with equivalent supervisory responsibilities or carrying out a

quality control function in the individual’s firm.

c. Be employed by or an owner of a firm that has received a report with a peer review rating
of pass or pass with scope limitations for its most recent system review. The report should
have been accepted timely. (Ref: par. .A29)

d. Agree to confidentiality and conflict-of-interest requirements of the program.
[Paragraphs .26—.30 are unchanged. ]

.31 When considering replacing or waiving corrective actions or implementation plans, the RAB
should do the following:

a. Review the facts and circumstances surrounding the deficiencies or findings.
b. Consider the reasons for the original action.

c. Consider replacing an action prior to waiving an action, if applicable. (See paragraph .1542
of section 420.)

[Paragraphs .32—.44 are unchanged.]
Technical Reviewer
Qualifications
.45 A technical reviewer should
a. be a member of the AICPA in good standing, licensed to practice as a CPA.
b. complete initial and ongoing peer review captain training that meets the requirements
established by the board within 12 months preceding the commencement of the technical

review. (Ref: par. .A4038)

¢. have an appropriate level of accounting and auditing knowledge and experience suitable
for the work performed. (Ref: par. .A4139)
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d. complete initial technical reviewer training that meets the requirements established by the
board within 12 months before serving as a technical reviewer and complete or attend one
of the following every calendar year thereafter:

i. Aa technical reviewer update training course developed by the AICPA
i1. Tthe annual AICPA peer review conference

e. obtain at least 48 hours of AICPA-required CPE every 3 years in subjects relating to
accounting, auditing, and quality control, with a minimum of 8 hours in any 1 year.

/. obtain at least 8 hours of CPE every 2 years in subjects related to single audits, if
performing the technical review of a peer review that includes single audit engagements.

8. complete technical reviewer training specifically for single audit engagements prior to
performing the technical reviewer’s first technical review of peer review documents for
a single audit engagement. (Ref: par. .A42)

h. annually participate in a peer review that is equivalent to the highest level of technical
review performed. Participation includes the following: (Ref: par. .A43)

i. Reviewing and discussing the planning and scope of the peer review with the
captain

ii. Reviewing the engagement checklists completed by the review team

iii. Attending meetings or participating in conference calls between the reviewer and
reviewed firm to discuss issues encountered during the peer review

iv. Attending the closing meeting and the exit conference
[Paragraphs .46—.54 and .A1-.A24 are unchanged.]

.A25 In rare circumstances, an exception may be approved by the AICPA when a request is
submitted in writing that thoroughly explains why the exception should be approved for an
individual who does not meet the required qualifications described in paragraph .21.

[Paragraph .A25 is renumbered to paragraph .A26. The content is unchanged.]
Report Acceptance Body Composition (Ref: par. .23—.25)
.A2726 Current experience is described in paragraph .A2122 of section 200.

.A2827 The appropriate must-select experience may come from a member of the RAB, another
AE’s RAB member, or an individual from a list of consultants maintained by the AICPA. The AE
will determine if the RAB will not have the appropriate must-select experience and will assign an

34



individual with such experience prior to assigning the review to a RAB. Fhe-If the assigned
individual with the appropriate must-select experience is a consultant rather than an assigned
RAB member, that individual may attend the RAB meeting via teleconference; however, that
individual is not eligible to vote on the acceptance of reviews.

> ) Ligib] : iow_and

.A29 In rare circumstances, an exception may be approved by the AICPA when a request is
submitted in writing that thoroughly explains why the exception should be approved for an
individual who does not meet the required qualifications described in paragraph .25.

[Paragraphs .A28—.A40 are renumbered to paragraphs .A30—.A42. The content is unchanged.]

.A43 The timing of a technical reviewer’s participation may vary depending on the
circumstances of the review. For example, the closing meeting and exit conference may be
delayed and occur in the subsequent year. In this situation, the AE may consider the
circumstances of the delay and exercise judgment when concluding whether the technical
reviewer has substantially met the participation requirement described in paragraph .45.

[Paragraphs .A41—.A43 are renumbered to paragraphs .A44—.A46. The content is unchanged. ]
Exhibit A — Example Familiarity Threat Policies and Procedures

.A4744 This exhibit includes examples of familiarity threats and potential safeguards used to
mitigate the threats. These examples are not all-inclusive and may not be applicable to every AE.
In some instances, a safeguard could mitigate more than one threat; in other instances, however,
depending on the significance of a threat, more than one safeguard may be necessary to properly
mitigate it.

Familiarity Threat Safeguards to Mitigate the Threat

.01 The peer reviews of the e Establish multiple RABs that change composition regularly.
techm?al reviewers’ and e Redact all firm and reviewer identifying information from the RAB
committee or report materials.

acceptance body (RAB)
members’ firms are presented

for acceptance.

e Designate the CPA on staff, a committee member, or other qualified
individual to monitor the RAB process and address preferential
treatment or inconsistencies in the process.

o Arrange for RAB members from other AEs to participate in RABs
periodically.

e Include the peer reviews of the technical reviewers’ and committee
or RAB members’ firms in the annual oversight selections.
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Familiarity Threat

Safeguards to Mitigate the Threat

o Engage technical reviewers from other AEs to perform the technical
review of the peer reviews of the technical reviewers’ and committee
or RAB members’ firms.

.02 The peer reviews
performed by the technical
reviewers and committee or
RAB members are presented
for acceptance. Overrelianee

spliced-oncommitteeor
RAB members;-which-leads

o Establish multiple RABs that change composition regularly.

e Redact all firm and reviewer identifying information from the RAB
materials.

e Designate the CPA on staff, a committee member, or other qualified
individual to monitor the RAB process and address preferential
treatment or inconsistencies in the process.

o Arrange for RAB members from other AEs to participate in RABs
periodically.

o Include the peer reviews performed by the technical reviewers and
committee or RAB members in the annual oversight selections.

Axrransine—te R AR

mombe om-other A E o-Nnar a e 1 R A

.03 The committee or RAB
members have a long-
standing relationship with the
technical reviewers, which
leads to overreliance on the
technical reviewers’

e Engage ing technical reviewers from other AEs gualifiedindividuals
from-anotherstate-to perform al-technical reviews periodically.

e Arrange g for RAB members from other AEs to participate in RABs
periodically.
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Familiarity Threat

Safeguards to Mitigate the Threat

procedures and conclusions.
For instance, it may not be
apparent if an issue or a
nonconforming engagement
has been addressed, yet the
committee or RAB members
decide not to investigate
because members believe the
technical reviewer would not
have missed the issue.

e Engage ing a second technical reviewer to perform a selection of
secondary technical reviews of high-risk reviewers, firms, and random
samples.

e Designate the CPA on staff, a committee member, or other qualified
individual to monitor the RAB process and address preferential
treatment or inconsistencies in the process.

.04 The committee or RAB
members have long-standing
relationships with some
reviewers, particularly those
who perform a high volume
of reviews.

e Arrange for RAB members from other AEs to participate in RABs
periodically.

e Redact all firm and reviewer identifying information from the RAB
materials.

e At the beginning of each meeting, remind committee or RAB
members to identify relationships with reviewers and reviewed firms.

e Designate the CPA on staff, a committee member, or other qualified
individual to monitor the RAB process and address preferential
treatment or inconsistencies in the process.

2

.05 Technical reviewers have
long-standing relationships
with some reviewers,
particularly those who
perform a high volume of
reviews.

o Engage technical reviewers from other AEs to perform technical
reviews periodically.

e Assign technical reviewers on a varying basis, ensuring rotation on
reviews performed by high-volume reviewers.

e Engage a second technical reviewer to perform a selection of
technical reviews of high-volume reviewers.

e Include the peer reviews of high-volume reviewers in the annual
oversight selections.

e Designate the CPA on staff to periodically perform a detailed review
of peer reviews that are ready for RAB presentation.
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Familiarity Threat

Safeguards to Mitigate the Threat

. . . . - ,
Annuatly e]qaes.&ﬁg Eeehﬁ;ea} *.e‘*e‘; Z*S to-1dentiiy conflicts of

.06 Committees or RABs AEs
are hesitant to provide
feedback or consider
deficiency letters for a variety
of reasons including, but not
limited to, the following:

a. RAB members know the
reviewer.

b. The reviewer prerforms a
high volume of reviews
administered by the AE,
inthe-state-and the RAB
does not want to offend
the reviewer is-afraid-to
offend-htm-orher.

c¢. The reviewer is a RAB
member (current or
former) or is a technical
reviewer.

d. The reviewer teaches for
the state- CPA-society or
has some other society
relationship that leads to a
belief that the individual
knows what the individual
is doing.

o Engage ing-gualifiedindividuals technical reviewers from other AEs
anetherstate-to perform al-technical reviews periodically.

e Arrange ing-for RAB members from other AEs to participate in RABs
periodically.

e Redact all firm and reviewer identifying information from the RAB
materials.

e Designate the CPA on staff, a committee member, or other qualified
individual to monitor the RAB process and address preferential
treatment or inconsistencies in the process.

.07 A committee member is
given informal feedback on
reviews the committee
member performed but a
different reviewer is issued
written feedback for the same
issue.

e Arrange g for RAB members from other AEs to participate in RABs
periodically.

e Redact all firm and reviewer identifying information from the RAB
materials.

o Having Designate the CPA on staff, a committee member, or other
qualified individual to monitor the RAB process and repert-address
preferential treatment or inconsistencies in the process.

38




Familiarity Threat

Safeguards to Mitigate the Threat

.089 RAB members mention a

firm’s reputation regarding a
specific industry

concentration when presented

with issues (generally

i S ,
implying that because issues
were not identified
previously, it is unlikely
issues exist now despite
evidence to the contrary).

Arrange g for specialists from-otherstates-to participate in RABs.
Redact all firm and reviewer identifying information from the RAB
materials.

Designate the CPA on staff, a committee member, or other qualified
individual to monitor the RAB process and address preferential
treatment or inconsistencies in the process.

.09 The peer review of the
AE’s CPA on staff’s firm is
presented for acceptance.

Arrange for another AE to administer the peer review of the CPA on
staff’s firm (a change in venue).

Engage a technical reviewer from another AE to perform the
technical review of the peer review of the CPA on staff’s firm.
Arrange for one or more RAB members from another AE to
participate in the RAB when the peer review of the CPA on staff’s
firm is presented.

.10 The peer reviews
performed by an individual
within the CPA on staff’s

Engage a technical reviewer from another AE to perform the
technical review of the peer review performed by an individual
within the CPA on staff’s firm or reported on by the CPA on staff’s

firm.
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Familiarity Threat Safeguards to Mitigate the Threat

firm or reported on by the e Arrange for one or more RAB members from another AE to
CPA on staff’s firm are participate in the RAB when the peer reviews reported on by the
presented for acceptance. CPA on staff’s firm are presented.

[Paragraphs .A45—.A47 are renumbered to paragraphs .A48—.A50. The content is unchanged. ]

PR-C Section 410, The Report Acceptance Process

[Paragraphs .01—.13 are unchanged.]

Delayed Acceptance

.14 The RAB should delay acceptance of a peer review when it has sufficient information to
conclude that the peer review was performed and reported on in accordance with the standards
but there are for-minor revisions that need to be addressed prior to publicizing the results of the

peer review. in-the-folowing situations{this Hstisnotal-inelastve): (Ref: par. .A8—A1110)
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Deferred Acceptance

.15 The RAB should defer acceptance of a review if it does not have sufficient information to
conclude whether the review was performed or reported on in accordance with the standards
due to there-are-unresolved questions or revisions significant enough that no decision can be made

until further information is received. -andforsignificantrevisions-in-the folowing situations(this
hstisnotall-nelustve)—(Ref: par. AI2H—.A1513)
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Application and Other Explanatory Material

Technical Reviewer’s Evaluation of System Reviews (Ref: par. .05-.07)

.A1 The RAB may delegate the review of the engagement profile and the supplemental peer review
checklist for single audits to the technical reviewer if the technical reviewer has completed CPE
as required by paragraph .45¢e(f)-(g) of section 400. The technical reviewer may request that a
member of the RAB perform the technical review of such documents when the technical reviewer
has not obtained the required CPE.

[Paragraphs .A2—.A7 are unchanged.]

.A8 Acceptance of a peer review may be delayed in the following situations (this list is not all-
inclusive):

a. When peer review reports and letters of response

b.

i. do not indicate that a deficiency or significant deficiency is repeated from the prior
peer review,

il. have misleading grammar or excessively ambiguous language,
iii. include misquoted professional literature,
iv. reference professional standards unrelated to the subject matter, or

v. for system reviews, do not identify the industry and level of service for any
deficiencies or significant deficiencies that are industry specific or related to a
nonconforming must-select engagement

When FFCs
i. have incorrect or missing references to the applicable professional standards;
il. do not identify the MFC that led to the finding;
iii. incorrectly identify the type of matter;
iv. do not correctly identify whether the finding is a repeat;

v. do not describe the scenario that led to the finding;
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vi. do not provide reference to the specific industry or engagement related to a
nonconforming engagement, if applicable;

vil. do not have a clear description of the finding from the reviewer;
viil. are not signed by an authorized representative of the firm; or

ix. for system reviews, have incorrect or missing references to the applicable
requirements of the Statements on Quality Control Standards

c. When MFCs
i. are not completed properly or fully or
il. contain firm or client references
[Paragraphs .A8—.A10 are renumbered to .A9—.A11. The content is unchanged.]

.AI2 Acceptance of a peer review may be deferred in the following situations (this list is not all-
inclusive):

a. When peer review reports or letters of response
i. have significant departures from the standard report formats;
il. have an incorrect report rating or omitted deficiencies or significant deficiencies;

iii. have deficiencies or significant deficiencies that appear to set standards higher than
those mandated by professional standards;

iv. for system reviews, have deficiencies or significant deficiencies that are not written
systemically, or the systemic causes are not clear;

v.do not have responses that appropriately address deficiencies or significant
deficiencies identified in the peer review report; or

vi. have responses that do not appropriately address nonconforming engagements,
including responses that are unacceptably noncommittal, vague, or otherwise
unclear or not responsive

b. When FFCs

i. do not have a clear description of the finding from the reviewer and, on system
reviews, do not include the systemic cause of the finding or

ii. include a response from the reviewed firm that does not appear comprehensive,
genuine, and feasible
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c. When any other peer review documents need revision for the RAB to conclude whether
the review was performed and reported on in accordance with the standards

[Paragraphs .A11—.A13 are renumbered to .A13—.A15. The content is unchanged.]

PR-C Section 420, Corrective Actions and Implementation
Plans

[Paragraphs .01-.07 are unchanged.]

.08 If a finding, deficiency, or significant deficiency relates to an area where prevalent
nonconformity has been identified through the AICPA Enhancing Audit Quality Initiative and the
RAB determines CPE is an appropriate remedial action, then specific CPE to address the
common areas of noncompliance should be required by the RAB. In these situations, eEither an
AICPA course or an alternative course with substantially the same content as the AICPA course
should be required by the RAB. (Ref: par. .A4)

[Paragraphs .09—.10 are unchanged.]

.11 If the RAB believes more extensive actions, beyond the allowable implementation plans in
exhibits A and C-and-PD, are necessary (such as submitting documents to an outside party), the
RAB needs to consider whether the findings should have been elevated to deficiencies in the report.

[Paragraphs .12—.15 and .A1-.A15 are unchanged.]

Exhibit C — Allowable Implementation Plans: System
Reviews

A16
Finding Allowable Implementation Plan
Nonconforming e Require members of the firm to take specified types and
engagements and amounts of CPE.
e Require the firm to hire an outside party approved by the
e initial findings on a report acceptance body (RAB) to perform a pre-issuance or
must-select industry or post-issuance review of certain types or portions of
e repeat findings for any engagements.
industry e Require the firm to hire an outside party approved by the
RAB to review the firm’s remediation of nonconforming
engagements.
e Require the firm to hire an outside party approved by the
RAB to review the firm’s completion of its intended
remedial actions outlined in its response on the finding for
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further consideration (FFC) form or to evaluate the
appropriateness of alternative actions.

e Require the firm to hire an outside party approved by the
RAB to review the firm’s internal monitoring or inspection

report.
Engagements-indicate+ e Require members of the firm to take specified types and
Repeat findings without amounts of CPE.
nonconforming e Require the firm to hire an outside party approved by the
engagements RAB to review the firm’s internal monitoring or inspection
report.
Failure to possess e Require the firm to submit proof of its valid firm licenses.

applicable firm licenses

[Paragraph .A17 is unchanged.]

Appendix A — Guidance for Outside Parties Engaged to
Assist Firms in Completing Corrective Actions and
Implementation Plans

.A18 This appendix contains guidance for outside parties engaged to assist firms in completing
corrective actions or implementation plans required as a condition of acceptance of the firm’s peer
review.

[Paragraphs .01-.05 in appendix A are unchanged.]

Reporting

.06 The outside party should draft a letter or report to the RAB describing the procedures
performed and conclusions reached. The letter or report should

a. be issued on the letterhead of the outside party’s firm,
b. be addressed to the AE’s RAB with a copy to the reviewed firm, and
c. include the following elements:
1. A description of the corrective actions or implementation plans required by
the RAB
il. A description of the representations made by the reviewed firm regarding
the changes made by the firm since its most recent peer review
1ii. A description of the procedures performed by the outside party, including
the period ends of any engagements reviewed or the report dates for
financial forecasts, projections, or agreed-upon procedures engagements
iv. A summary of the results of the outside party’s procedures, including a
description of any representations made by the reviewed firm regarding
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further planned actions and the outside party’s comments on the
appropriateness of those actions
v. A statement that the letter or report is intended for limited distribution to
the RAB and the reviewed firm and is not intended as a substitute or
replacement for the peer review documents issued on the firm’s peer review
vi. Information enabling the RAB to evaluate whether the firm has improved
vii. For system reviews, recommendations of additional actions if the outside
party believes the results reveal continued weaknesses in the reviewed
firm’s system of quality control

[Paragraph .07 in appendix A is unchanged.]
PR-C Section 430, Reviewer Monitoring and Performance

[Paragraphs .01-.26 and .A1—-.A2 are unchanged. ]

.A3 Examples of reviewer performance deficiencies that may be documented on a reviewer
performance feedback form include, but are not limited to, the following:

a. Related to engagement selection and review, the reviewer did-net

1. did not appropriately identify a nonconforming engagement prior to technical
review, oversight, or RAB consideration and

ii.  did not demonstrate sufficient knowledge and experience required to review the
engagement and identify issues prior to technical review, oversight, or RAB
consideration.

b. Related to assessment and disposition of matters, the reviewer did not appropriately
aggregate or evaluate matters noted on the review such that the RAB determined

i.  adeficiency was present but the reviewer did not elevate the matter beyond a matter
for further consideration (MFC) or

ii.  a significant deficiency (or a fail report rating on an engagement review) was
present but the reviewer did not elevate the matter beyond an FFC.

[Paragraphs .A4—.A32 are unchanged.]
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Agenda Item 1.2B

= '
FCPA @ aicea -

FICPA Peer Review Program AICPA Peer Review Program
Administered in Florida Administered in Florida
bv The Florida Institute of CPAs by the Florida Institute of CPAs

January 19, 2023

Mr. Brad Coffey
AICPA Peer Review
Via email @ PR expdraft@aicpa.org

Re: Proposed Peer Review Standards Update No. 1, Omnibus Enhancements and Technical
Corrections

Dear Mr. Coffey

The Peer Review Committee (the Committee) of the Florida Institute of Certified Public
Accountants (FICPA) respectfully submits its comments on the above referenced proposal. The
Committee is a technical committee of the FICPA and has reviewed and discussed the above-
mentioned proposed Peer Review Standards Update. The FICPA has more than 19,500
members, with its membership comprised primarily of CPAs in public practice and industry. The
Committee is comprised of twenty-two members consisting of different size firms throughout
the state. The response below reflects only the views of the Committee. The Committee has the
following comments related to the questions requested for comment numbered below:

1. The proposed changes described in the summary including any suggestions for
improving the understandability and applicability of the requirements or application and
other explanatory material. The Committee agrees with the proposed changes as
described in the summary. Many of the changes are minor and have little to no impact
on the way peer reviews are currently performed. Revising such wording from
“presently” to “currently,” etc. does not have a significant impact on how reviews are
performed, reported on, or administered. However, the Committee believes that if such
changes reflect the appropriate terminology in the AICPA’s view, we agree with the
proposed changes made.

The change made to assessing control risk at PR-C Section 210.17 is a good change as
control risk is assessed prior to the testing compliance of the firm’s policies and
procedures. However, the Committee would like for the Board to consider adding a
subsequent question in the SRM in the risk assessment area to address the following:
“Did the review team consider the effect of any matters noted during the review of
engagements and testing of compliance with policies and procedures to lead the review
team to consider changing its initial assessment of control risk and the impact to the
scope of engagements reviewed?” Control risk should be an on-going assessment.
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PR-C Section 220.36 — Although we do not administer NPRC reviews, we could not think
of any planning documents noted in item “c” that would be required to be submitted for
engagement reviews, especially since PRIMA lists out the details of engagement issued
by the responsible party. It appears that this was just copied from the system
requirements and may not be applicable to engagement reviews.

The Committee likes the new requirements that there may be rare circumstances where
exceptions to reviewer qualification or RAB qualifications may be approved for both
system and engagement reviews. The question proposed by this Committee is whether
the AICPA can only approve those exceptions? Or could the Administering Entity also
approve?

RAB qualifications have an exception in PR-C Section 410.21.d where it references the
rare exception in para. .A25. The Committee questions why PR-C 410.25.c for third
parties does not have the same exception as RAB members. If this is considered and
included para. A25 would need to cross reference back to paragraph .25 in addition to
21.

2. The Committee believes the proposed effective date of May 31, 2023, is sufficient to
implement the changes in the proposed update. The changes proposed are not
significant enough to impact how reviews are performed or administered to delay the
effective date until a later date.

The Committee appreciates this opportunity to respond to the exposure draft. Members of the
Committee are available to discuss any questions or concerns raised by this response.

Respectfully submitted,

Godl

Ron Weinbaum, CPA
Chair, Florida Institute of CPAs Peer Review Committee

Committee members coordinating this response:

lleana Alvarez, CPA
Steve Bierbrunner, CPA
Froment Gonzalez, CPA
Helen Painter, CPA
Christian Parks, CPA



January 23, 2023

AICPA Peer Review Board

American Institute of Certified Public Accountants
220 Leigh Farm Road

Durham, NC 27707-8110

Attn: Brad Coffey, Manager — AICPA Peer Review Program

Via e-mail: PR_expdraft@aicpa.org

Re: Exposure Draft: Proposed Peer Review Standards Update No. 1, Omnibus
Enhancements and Technical Corrections

Dear Members and Staff of the AICPA Peer Review Board (PRB):

The National Association of State Boards of Accountancy (NASBA) appreciates the opportunity to
comment on the Proposed Peer Review Standards Update No. 1, Omnibus Enhancements and
Technical Corrections (the Exposure Draft). NASBA’s mission is to enhance the effectiveness and
advance the common interests of the Boards of Accountancy (State Boards) that regulate all
Certified Public Accountants (CPAs) and their firms in the United States and its territories, which
includes all audit, attest and other services provided by CPAs. Our comments on the Exposure Draft
are made in consideration of the Boards’ of Accountancy charge as regulators to protect the public
interest.

In furtherance of that objective, NASBA supports the PRB in this initiative. We have reviewed the
Exposure Draft and have no suggestions for improving the understandability and applicability of

the requirements or application and other explanatory material.

We agree with the proposed effective date of May 31, 2023, coinciding with the May Peer Review
Program Manual update.
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We appreciate the opportunity to comment on the Exposure Dratft.

Very truly yours,

A AL
R INE —
Richard N. Reisig, CPA Ken L. Bishop

NASBA Chair NASBA President and CEO
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Pennsylvania Institute of
Certified Public Accountants

Jan. 30, 2023

Brian Bluhm, Chair
AICPA Peer Review Board
220 Leigh Farm Road
Durham, NC 27707-8110
PR_expdraft@aicpa.org

Re: Proposed Peer Review Standards Update No. 1, Omnibus Enhancements and Technical Corrections
Dear Mr. Bluhm:

The Peer Review Committee (the committee) of the Pennsylvania Institute of Certified Public Accountants
(PICPA) appreciates the opportunity to comment on the proposed Peer Review Standards Update No. 1,
Omnibus Enhancements and Technical Corrections. The PICPA is a professional association of approximately
18,000 members working to improve the profession and better serve the public interest. Founded in 1897, the
PICPA is the second-oldest CPA organization in the United States. Membership includes practitioners in
public accounting, education, government, and industry. The committee is composed of practitioners from
both regional and small public accounting firms, and it oversees the administration of the AICPA’s peer
review program for Pennsylvania, Delaware, New York, and the U.S. Virgin Islands.

The committee’s comments on the proposed enhancements and technical corrections to the clarified standards
are below:

PR-C Section 100
e Paragraph .A11 — In the table presented, under the heading “Statements on Auditing Standards
(SAS:s),” should it read as “Audit Engagements” as opposed to “Engagements” to be in line with the
description of the other engagements?

PR-C Section 220
e Appendix A, Examples of Noncompliance with Applicable Professional Standards (proposed
paragraph .A31) — A new matter is being added under SSARS procedures. Should the following
example, discussed in the December 2022 Peer Reviewer Alert, also be incorporated into Appendix
A? When the phrase, “and for determining that the XYZ basis of accounting is an acceptable reporting
framework” is omitted from the accountant’s report, it would generally result in a deficiency as it has
been determined to be a critical element.

Without precise and additional examples of what constitutes as a critical element of the accountant’s
report, Administering Entities will likely continue to conclude differently on the same matter.

The committee also would like to share some additional comments on the current standards, which are
ncluded in this letter’s attachment.

PICPA Peer Review Program AICPA Peer Review Pr

gram
th
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We appreciate your consideration of our comments, and we are available to discuss any of these comments
with you at your convenience.

Sincerely,

MOJ‘_ oA

Linda Gabor, Chair, PICPA Peer Review Committee

—__ﬁ"” Pennsylvania Institute of Certified Public Accountants
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Attachment — Additional Comments

PR-C Section 210

Pg. 95-96, Illustration 5 — We propose the Peer Reviewer’s Responsibility paragraph in the Fail
system review report be updated to be consistent with all other system review reports. Currently, the
illustration reads, “Our responsibility is to express an opinion on the design of and compliance with
the firm’s system of quality control and the firm’s compliance therewith based on our review.” The
paragraph should read, “Our responsibility is to express an opinion on the design of and compliance
with the firm’s system of quality control based on our review.”

Pg. 234-236, Exhibits A, B, C, and D — The tables of allowable corrective action and implementation
plans do not include having the firm acknowledge that it does not perform a specific type of
engagement. This action is discussed within the standards, but it is not specifically listed in any table.
We propose the list of allowable action items in each exhibit mirror what is programmed in PRIMA.
Technical reviewers will use these exhibits as guidance when deciding what actions to recommend to
the RABs, therefore having complete lists of all allowable actions would be beneficial.

PR-C Section 310

Pg. 153-154, Exhibit A (.A26) — We propose the illustrative representation letter for a system review
include sample wording in the third paragraph, either in parentheses or a footnote, pertaining to
possible disclosures of instances of noncompliance. If sample wording is not incorporated into the
exhibit, consider including the wording in paragraph 310.16 or 310.17. We continually run into
situations where firms and reviewers believe that stating “We have disclosed to all known situations”
alone meets the requirements of the standards. A lack of samples is leading reviewers and firms to
think they do not need to include any detail about the restriction and/or instance of noncompliance.
Despite the reference to paragraphs .16 and .17, reviewers are not reading the standards.

PR-C Section 320

Pg. 172-173, Exhibit A (.A19) — We propose the illustrative representation letter for an engagement
review include sample wording in the third paragraph, either in parentheses or a footnote, pertaining to
possible disclosures of instances of noncompliance. If sample wording is not incorporated into the
exhibit, consider including the wording in paragraph 320.16 or 320.17. We continually run into
situations where firms and reviewers believe that stating “We have disclosed to all known situations”
alone meets the requirements of the standards. A lack of samples is leading reviewers and firms to
think they do not need to include any detail about the restriction and/or instance of noncompliance.
Despite the reference to paragraphs .16 and .17, reviewers are not reading the standards.
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Administering peer reviews for the following:

PEER REVIEW lllinois CPA Society | Indiana CPA Society | lowa Society of CPAs | Kentucky Society of CPAs
ALLIANCE South Carolina Association of CPAs | West Virginia Society of CPAs | Wisconsin Institute of CPAs
January 30, 2023
Brad Coffey
AICPA Peer Review Board

PR_expdraft@aicpa.org

RE: Proposed Peer Review Standards Update No. 1, Omnibus Enhancements and Technical Corrections

Dear Board Members:

The Peer Review Alliance (PRA) is an approved peer review administrator of the AICPA Peer Review Program and
one of the largest administrators in the United States. PRA currently manages the peer review program on behalf of
seven states (Illinois, Indiana, lowa, Kentucky, South Carolina, West Virginia and Wisconsin). With over 2,100 CPA
firms under its administration, PRA assists firms ranging in size from sole practitioner to over 300 professionals in
meeting their peer review needs.

The PRA Report Acceptance Committee (“Committee” or “we”) is pleased to comment on the Proposed Peer Review
Standards Update No. 1, Omnibus Enhancements and Technical Corrections.

The organizational and operating procedures of the Committee are reflected in the attached Appendix A to this letter.
These comments and recommendations represent the position of the Committee rather than any individual members

of the Committee, the organizations with which such members are associated, or the partner state CPA societies.

PR-C Section 220, General Principles and Responsibilities for Reviewers — Engagement Reviews

We agree with the proposed revisions to Appendix A in an Engagement Review setting where nonconformity equates
to a deficiency. However, because the added paragraph .A32 in PR-C Section 210 also refers Team Captains to this
Appendix when performing a System Review, we suggest that different headings be considered (i.c., ones that refer
to conformity vs. nonconformity rather than a finding vs. a deficiency) since nonconformity on a System Review
does not always result in a deficiency. Alternatively, we suggest an explanatory note to clarify this difference for
Team Captains.

Appendix A — Examples of Noncompliance With Applicable
Professional Standards

.A3129 The following is a list of examples of noncompliance with applicable professional
standards. This is not an all-inclusive list. and the reviewer should decide if the noncompliance is
a matter, finding. or deficiency as described in paragraphs .2726—.2524 and by using the following
guidance. (Ref: par. .2726—.2524 and .A97)

List of Matters and Eindings That Generally Would Net Result in a Deficieney-Finding
[The content beneath the preceding heading is unchanged.]
List of Matters and Findings-That Generally Would Result in a Deficiency

[All other content beneath the preceding heading is unchanged.]
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PR-C Section 300, General Principles and Responsibilities of Reviewed Firms

Paragraph .A23 of the proposed standards update states that, “A firm may resign from the program when it no longer
performs engagements that require the firm to be enrolled in the program.” Paragraph .20 adds that, “Before resigning,
a firm should determine if it is in compliance with requirements of its state board of accountancy for enrollment in
the program.” However, we believe that individual AICPA membership requirements should also be considered when
determining whether a firm may resign from the peer review program.

AICPA Bylaws Section 230 — Requirements for Retention of Membership states that, “Members of the Institute
shall...Engage in the practice of public accounting with a firm that is enrolled in an Institute-approved practice-
monitoring program if the services performed by such a firm are within the scope of the AICPA’s practice-monitoring
standards and the firm issues reports purporting to be in accordance with AICPA professional standards or, if
authorized by Council, themselves enroll in such a program” (BL Section 2.3.4).

Now let’s consider two identical firms — one that performed engagements during its “normal peer review year” (i.e.,
“the same peer review year-end for subsequent reviews” [PR-C Section 100.A43]) and one that did not. Firm A’s
most recently accepted peer review had a year-end of 12/31/2019 and is due to have its next peer review with a year-
end of 12/31/2022 and a due date of 6/30/2023. The review has not commenced; however, the firm performed services
within the scope of the AICPA’s practice-monitoring standards and issued reports purporting to be in accordance
with AICPA professional standards for client period-ends falling within the peer review year of 12/31/2022 and
wishes to resign from the program to avoid peer review.

Firm B’s most recently accepted peer review had the same year-end of 12/31/2019 and is due to have its next peer
review with a year-end of 12/31/2022 and a due date of 6/30/2023. However, Firm B planned ahead and did not
perform any services within the scope of the AICPA’s practice-monitoring standards or issue any reports purporting
to be in accordance with AICPA professional standards for client period-ends falling within the peer review year of
12/31/2022.

Setting aside state board rules for the moment, we have always been directed that if a firm performed engagements
during its “normal peer review year”, the firm needed to complete one final peer review before it was able to resign
from the peer review program because PRIMA asks the firm to change its response for all accounting and auditing
engagements from “Performed” to “Do Not Perform” and to provide the level of service, period-end and report date
of its last engagement. A “Do Not Perform” response would not be appropriate if the firm completed engagements
during its normal peer review year.

We therefore suggest that the Board consider revising paragraphs .20 and .A23 to clarify that an enrolled firm may
not resign from the AICPA Peer Review Program if the firm has performed engagements during its normal peer

review year.

PR-C Section 420, Corrective Actions and Implementation Plans

We agree with the proposed revision in the table for Exhibit C for the allowable implementation plans for repeat
findings without nonconforming engagements (paragraph .A16).

We also agree in theory with the proposed revision in paragraph .06 in Appendix A — Guidance for Outside Parties
Engaged to Assist Firms in Completing Corrective Actions and Implementation Plans. However, we are concerned
that this may lead to unnecessary delays in acceptance of corrective action or implementation plans if outside party
reports are returned to the firm or reviewer if such information is initially or inadvertently omitted.
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Proposed Effective Date

We agree with the proposed effective date of May 31, 2023 to coincide with the May Peer Review Program Manual
(PRPM) update.

The Committee appreciates the opportunity to express its opinion on these matters and would be pleased to discuss
our comments in greater detail if requested.

Randall L. Willer, CPA

Chair, Peer Review Alliance Report Acceptance Committee

Rem Weyer, OPA

Vice Chair, Peer Review Alliance Report Acceptance Committee
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APPENDIX A

PEER REVIEW ALLIANCE REPORT ACCEPTANCE COMMITTEE
ORGANIZATION AND OPERATING PROCEDURES
2022 - 2023

The Peer Review Alliance Report Acceptance Committee (“Committee”) is composed of the following technically
qualified, experienced members. These members have peer review experience and Committee service ranging from
newly appointed to over 25 years. The Committee is an appointed senior technical committee of the Illinois CPA
Society and has been delegated the authority to issue written positions representing the Society on matters regarding
the setting of peer review and quality control standards. The Committee’s comments reflect solely the views of the
Committee, and do not purport to represent the views of their business affiliations.

The Committee usually operates by assigning Subcommittees of its members to study and discuss fully exposure
documents proposing additions to or revisions of peer review or quality control standards. The Subcommittee
develops a proposed response that is considered, discussed, and voted on by the full Committee. Support by the full
Committee then results in the issuance of a formal response, which at times includes a minority viewpoint. Current
members of the Committee and their business affiliations are as follows:

Public Accounting Firms:
National:

Sarah Beckman, CPA
Cary Drazner, CPA
Jennifer Goettler, CPA
John Guido, CPA
James Javorcic, CPA
Steven Kessler, CPA

Local:
Richard Atterbury, CPA
Joseph Beck, CPA
Matthew Brown, CPA
Lori Dearfield, CPA
Steven Dearien, CPA
Jonathon Eade, CPA
Hugh Elliott, CPA
Myron Fisher, CPA
Mary Fleece, CPA
Janice Forgue, CPA
Joseph Galarowicz, CPA
Robert Giblichman, CPA
Steven Grohne, CPA
Arthur Gunn, CPA
David Hicks, CPA
Paul Inserra, CPA
Rob Jordan, CPA
Christina Kelly, CPA
Karen Kerber, CPA
Mark Klesman, CPA
Rebecca Lee, CPA
Jerome McDade, CPA

UHY LLP

Marcum LLP

Sikich LLP

Baker Tilly US, LLP

Mayer Hoffman McCann P.C.
Wipfli LLP

Martens and Company, CPA, LLP
Jones, Pounder & Associates, P.C.
Brown CPA LLC

Kelley Galloway Smith Goolsby, PSC
Dearien & Company AC

Jones, Nale & Mattingly, PLC
Dugan & Lopatka CPAs, P.C.
Baldwin CPAs, PLLC

Tetrick & Bartlett, PLLC

ECS Financial Services, Inc.
KerberRose S.C.

Warady & Davis LLP

MCK CPAs & Advisors

Arthur S. Gunn, Ltd.

Hicks & Associates CPAs, PLLC
ATA Group, LLP

Hill & Jordan CPA’s, LLC

The Hobbs Group

KerberRose SC

Klesman & Company, P.C.
McCreless & Associates, P.C.
Briscoe, Burke & Grigsby LLP
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Randall Miller, CPA
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Brian Powers, CPA
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Gilda Priebe, CPA

Stella Santos, CPA
Terrence Schmoyer, CPA
Neil Schraeder, CPA
William Sherry, CPA
Gregory Wasiak, CPA
Russell Wilson, CPA
Tobey Wilson, CPA
Anthony Workman, CPA

Staff Liaison:

Paul Pierson, CPA

Meyer & Associates CPA, LLC
Hawkins Ash CPAs, LLP
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Deming, Malone, Livesay & Ostroff, P.S.C.

Honkamp Krueger & Co., P.C.
Hughes, Cameron & Company, LL.C
Adelfia LLC
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Schmoyer and Company, LLC
Hacker, Nelson & Co., P.C.
Engelson & Associates, Ltd.

Dauby O’Connor & Zaleski, LLC
Porte Brown LLC
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Kelley Galloway Smith Goolsby, PSC
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January 30, 2023

Brad Coffey, CPA

Technical Manager-Peer Review

AICPA Peer Review Program

American Institute of Certified Public Accountants
220 Leigh Farm Road

Durham, NC 27707-8110

PR expdraft@aicpa.org

Re: Exposure Draft
Dear Mr. Coffey,

The views expressed herein are written on behalf of the Peer Review Committee (PRC) of the Texas
Society of Certified Public Accountants (TXCPA). The PRC has been authorized by the Texas
Society of CPAs' Board of Directors to submit comments on matters of interest to the membership.
The views expressed in this document have not been approved by the Texas Society of CPAs' Board
of Directors or Executive Board and, therefore, should not be construed as representing the views
or policy of the Texas Society of CPAs. Please find our responses below to the above-referenced
exposure draft.

Overall, the PRC is supportive of the Board's proposal to update existing Statements on Standards
for Performing and Reporting on Peer Reviews.

We appreciate the opportunity to provide feedback into the standards-setting process.

Sincerely,

7 T
P P ,f

S e

Timothy S. Pike, CPA

Chair, Peer Review Committee

Texas Society of Certified Public Accountants
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mailto:PR_expdraft@aicpa.org

Brad Coffey

From:
Sent:
To:
Subject:

Brad,

Paul Pierson <PiersonP®@icpas.org>

Wednesday, February 1, 2023 5:30 PM

PR_expdraft

Proposed Peer Review Standards Update No. 1, Omnibus Enhancements and Technical Corrections

I understand that the Clarity project was a significant undertaking and one in which the AICPA Peer Review
Board and Standards Task Force did not wish to introduce new standards; but simply make the existing
standards, interpretations and guidance easier to use and understand.

To that end, I believe that certain guidance from the superseded Report Acceptance Body Handbook (PRP Sec.
3300, Chapter 2, Section II) (reproduced below) was helpful to users in better understanding the roles and
responsibilities of the Technical Reviewer and suggest that it be added to the Application and Other Materials
section of PR-C Section 400 as a reference from paragraph .47.

A. The role of the technical reviewer is to assist the RAB in its report acceptance

functions by performing the following functions (not all inclusive):

* Anticipating the committee’s or RAB’s questions

* Providing the possible answers to these questions or related recommendations along with all
pertinent review documents

* Advising the committee or RAB of significant matters that may not be apparent from the review
documents

* Dealing with evident problems before the review is sent to the committee or a RAB

» Recommending corrective actions related to a deficiency or deficiencies in the peer review report or
implementation plans related to findings on FFC forms, where appropriate

* Consulting with administering entity staff, peer reviewers, and reviewed firms on matters relative to
the review or its results

* Providing reviewer performance feedback recommendations to the committee or RAB on reviewer
performance issues

* Performance of oversights when requested by the committee or RAB
B. N/A — The essence of this paragraph is included in the clarified Standards at PR-C Sec. 400.54.
C. The technical reviewer looks at the materials in more depth than the RAB. However, the technical

reviewer is not performing the type of review that would be performed by an audit partner or a pre-
issuance reviewer.

Please let me know if you or any of the Board or Task Force members wish to discuss this matter further.

60



Best regards,

Paul Pierson, CPA

Senior Director, Peer Review & Professional Standards
Peer Review Alliance | Illinois CPA Society

550 W. Jackson, Suite 900, Chicago, IL 60661-5742
Phone: 312.517.7610 | Fax: 312.993.0307

Email: piersonp@icpas.org | Web site: www.icpas.org
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Ref#

100
100

100

Comments, Proposed Revisions, or Suggestions

Concepts Common to All Peer Reviews

.44 (AICPA Staff) — Both paragraphs .43 and .44
relate to requirements for disagreements; paragraph
.43 includes a reference to 400.06 but paragraph .44
of section 100 does not. Adding a paragraph
reference to paragraph .44 would assist with directing
readers to additional guidance in section 400 that
includes further requirements and description of the
disagreement process.

.A11 (PICPA) - In the table presented, under the
heading “Statements on Auditing Standards(SASs),”
should it read as “Audit Engagements” as opposed to
“‘Engagements” to be in line with the description of the
other engagements?

Standards Task Force
Consideration

STF discussed and considered adding
to paragraph .44 of section 100, an
additional cross-reference to 400.06 for
further clarification.

44 If any of the disagreeing parties
believe a review of the panel’s decision
is warranted, they should request an
appeal by writing to the board and
explaining the reasons a review of the
panel’s decision is warranted. A panel
formed by the board will review and
consider the request and take further
action pursuant to fair procedures that it
has established. (Ref: par. .06 of
section 400)

Note: The complete table is not
included to preserve length of this
document.

STF reviewed and considered the
suggested change as part of the exhibit
located in paragraph .A11

Statements on Auditing Standards
(SASs)
e Audit Engagements

STF Recommendation

Proposed change is
recommended for PRB approval
as presented in Agenda ltem
1.2A

No change recommended; such
revision was not believed to
provide any additional
understanding or clarification for
users of the standards.

210

General Principles and Responsibilities for Reviewers

No comments from stakeholders.

General Principles and Responsibilities for Reviewers — System Reviews




Comments, Proposed Revisions, or Suggestions

Standards Task Force STF Recommendation

Consideration

Appendix C — Engagements Under Government Auditing

Standards (PMTF-GCA)

o Due to recent changes in the nature of engagements
performed according to government auditing
standards and various sources of federal funding, the
practice monitoring task force recommends a revision
to paragraph .03 in Appendix C of section 210, to
further specify the original intention of the guidance for
peer reviews to be performed on a financial statement
audit under GAGAS to achieve appropriate must-
select coverage.

The proposed revision is intended to clarify for
reviewers that could misinterpret the word
“‘engagement” and mistakenly conclude selection of a
program-specific or other type of compliance audit is
sufficient to meet the must-select requirement for
GAGAS engagements.

e Exhibit B, lllustration 5 (PICPA) — We propose the
Peer Reviewer’s Responsibility paragraph in the Fail
system review report be updated to be consistent with
all other system review reports. Currently, the
illustration reads, “Our responsibility is to express an
opinion on the design of and compliance with the
firm’s system of quality control and the firm’s
compliance therewith based on our review.” The
paragraph should read, “Our responsibility is to
express an opinion on the design of and compliance
with the firm’s system of quality control based on our
review.”

Based on feedback from the PMTF-
GCA, STF recommends the following
revision to paragraph .03 in Appendix C
of section 210:

Proposed change is
recommended for PRB approval
as presented in Agenda ltem
1.2A

.03 Government Auditing Standards
(GAS), issued by the U.S. Government
Accountability Office, requires auditors
conducting engagements in accordance
with those standards to have a peer
review that includes the review of at
least one engagement conducted in
accordance with those standards. If a
firm performs the financial statement
audit of one or more entities subject
to GAS, at least one such audit
engagement should be selected for
review. Additionally, if the firm
performs engagements of entities
subject to the Single Audit Act, the
reviewer must evaluate a compliance
audit.

STF agrees with the suggested change
for consistency.

Proposed change is
recommended for PRB approval
as presented in Agenda ltem
1.2A

General Principles and Responsibilities for Reviewers — Engagement Reviews
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Comments, Proposed Revisions, or Suggestions

Standards Task Force STF Recommendation

Consideration

Revision below suggested for consistency between
requirements for reporting in section 210 and 220:

.33 The written report in an engagement review should
(Ref: par. .A24)
[...]

i state that the firm is responsible for designing
and complying with a system of quality
control and-comphrngwith-it-to provide the
firm with reasonable assurance of performing
and reporting in conformity with applicable
professional standards in all material respects
and for evaluating actions to promptly
remediate engagements deemed as not
performed or reported on in conformity with
professional standards, when appropriate, and
for remediating weaknesses in its system of
quality control, if any.

For comparison, the same requirement in paragraph .68i
of section 210 is included below:

“state that the firm is responsible for designing
and complying with a system of quality control to
provide the firm with reasonable assurance of
performing and reporting in conformity with the
requirements of applicable professional standards
in all material respects and for evaluating actions
to promptly remediate engagements deemed as
not performed or reported on in conformity with
the requirements of applicable professional
standards, where appropriate, and for remediating
weaknesses in its system of quality control, if
any.”

While not proposed as part of the
omnibus ED, some peer reviewers and
technical reviewers noted a slight
variation in the wording between the
requirement in paragraph .68i of section
210 and .33i of section 220.

Proposed change is
recommended for PRB approval
as presented in Agenda ltem
1.2A

STF recommends this change for
consistency between language that
describes the firm’s responsibility in the
reporting requirements of section 210
and 220.
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Comments, Proposed Revisions, or Suggestions

Standards Task Force STF Recommendation
Consideration

e 220.36 (FICPA) - Although we do not administer
NPRC reviews, we could not think of any planning
documents noted in item “c” that would be required to
be submitted for engagement reviews, especially
since PRIMA lists out the details of engagement
issued by the responsible party. It appears that this
was just copied from the system requirements and
may not be applicable to engagement reviews.

STF discussed whether 220.36¢ should  Proposed change is

be removed or revised to other recommended for PRB approval
appropriate language to reduce as presented in Agenda Item
possible confusion about which 1.2A

documents are required for
engagement reviews.

Note: paragraph .35 is included for
context. When drafting the proposed
paragraph, Staff considered
engagement listing and selection (a
required submission in PRIMA) to fall
under “planning documents”, although
this is likely one-and-the-same as the
review summary required by .35c

.35 Within 30 days of the exit
conference date or by the firm’s peer
review due date, whichever date is
earlier, the review captain should
submit to the AE or complete
electronically, as applicable, the
following documents: (Ref: par. .A28)

a.

~0ao0uo

g.

Report and letter of response, if
applicable

Review Captain Summary
Review summary

FFC forms, if applicable

MFC forms, if applicable
DMFC, if applicable

Firm’s representation letter

.36 For all reviews administered by the
National Peer Review Committee, the
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Comments, Proposed Revisions, or Suggestions

Standards Task Force
Consideration

STF Recommendation

220.A7 Exhibit A (Staff) — Flowchart in exhibit A is not
consistent with the guidance that matters in
engagement reviews are elevated to either a finding
or deficiency.

220.A31 (PICPA) — Appendix A, Examples of
Noncompliance with Applicable Professional
Standards (proposed paragraph .A31) — A new matter
is being added under SSARS procedures. Should the
following example, discussed in the December 2022
Peer Reviewer Alert, also be incorporated into
Appendix A? When the phrase, “and for determining
that the XYZ basis of accounting is an acceptable
reporting framework” is omitted from the accountant’s
report, it would generally result in a deficiency as it
has been determined to be a critical element.
220.A31, Appendix A (PRA) — We agree with the
proposed revisions to Appendix A in an Engagement
Review setting where nonconformity equates to a

review captain should submit the
following documents, as applicable:
(Ref: par. .A30)

a. All documents required by
paragraph .35 to be submitted
for engagement reviews

b. Engagement questionnaires or
checklists

e Hlamainodlocoenis

d-c. Any other documents
considered relevant by the
review captain

Note: Flowchart is not included to
preserve length of this document. Refer
to Agenda Item 1.2A for proposed
revisions.

STF recommends .A9 and related
exhibit A to be revised to align with
other changes in PRSU No. 1, related
to disposing of matters in engagement
reviews.

STF discussed the content of the
referenced reviewer alert and

concluded the content of the alert is
appropriate, however the specific nature
of the discussion in the alert is not
considered appropriate for inclusion in
Appendix A.

STF discussed and concluded the titles
of the section headings in appendix A
are appropriate for users of the

Proposed change is
recommended for PRB approval
as presented in Agenda ltem
1.2A

No change recommended as
Appendix A is intended for
general examples and the
nature of such revision would
introduce unnecessary
specificity.

Proposed change is
recommended for PRB approval
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Comments, Proposed Revisions, or Suggestions

Standards Task Force STF Recommendation

Consideration

deficiency. However, because the added paragraph
.A32 in PR-C Section 210 also refers Team Captains
to this Appendix when performing a System Review,
we suggest that different headings be considered (i.e.,
ones that refer to conformity vs. nonconformity
rather than a finding vs. a deficiency) since
nonconformity on a System Review does not always
result in a deficiency. Alternatively, we suggest an
explanatory note to clarify this difference for Team
Captains.

General Principles and Responsibilities for Reviewed Firms

.20 & .A23 Resignations (PRA) — Paragraph .A23 of
the proposed standards update states that, “A firm
may resign from the program when it no longer
performs engagements that require the firm to be
enrolled in the program.” Paragraph .20 adds that,
“Before resigning, a firm should determine if it is in
compliance with requirements of its state board of

guidance in the context of engagement
reviews; however, for further
clarification the STF recommends the
proposed application material provide
further clarification as recommended by
the respondent.

as presented in Agenda ltem
1.2A

210.A32 “When reviewing
engagements subject to the Statements
on Standards for Accounting and
Review Services, team captains may
refer to examples of noncompliance
with applicable professional standards
in appendix A of section 220 to assist
with concluding whether the
engagement is performed and reported
on in conformity with applicable
professional standards in all material
respects (nonconforming). While
nonconforming engagements are
elevated to a deficiency in an
engagement review, nonconforming
engagements do not necessarily
result in a finding, deficiency, or
significant deficiency in a system
review.”

STF discussed the purpose of the
proposed change to .20 and .A23 to
make correction to paragraph .20 that
had inadvertently introduced a new
requirement that did not exist under the
old standards (which was also not
consistent with AICPA Bylaws).

Proposed change is
recommended for PRB approval
as presented in Agenda Item
1.2A
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Comments, Proposed Revisions, or Suggestions

Standards Task Force STF Recommendation
Consideration

accountancy for enrollment in the program.” However,
we believe that individual AICPA membership
requirements should also be considered when
determining whether a firm may resign from the peer
review program.

AICPA Bylaws Section 230 — Requirements for
Retention of Membership states that, “Members of the
Institute shall...Engage in the practice of public
accounting with a firm that is enrolled in an Institute-
approved practice-monitoring program if the services
performed by such a firm are within the scope of the
AICPA’s practice-monitoring standards and the firm
issues reports purporting to be in accordance with
AICPA professional standards or, if authorized by
Council, themselves enroll in such a program” (BL
Section 2.3.4).

Now let’s consider two identical firms — one that
performed engagements during its “normal peer
review year” (i.e., “the same peer review year-end for
subsequent reviews” [PR-C Section 100.A43]) and
one that did not. Firm A’s most recently accepted peer
review had a year-end of 12/31/2019 and is due to
have its next peer review with a year-end of
12/31/2022 and a due date of 6/30/2023. The review
has not commenced; however, the firm performed
services within the scope of the AICPA’s practice-
monitoring standards and issued reports purporting to
be in accordance with AICPA professional standards
for client period-ends falling within the peer review
year of 12/31/2022 and wishes to resign from the
program to avoid peer review.

Firm B’s most recently accepted peer review had the
same year-end of 12/31/2019 and is due to have its
next peer review with a year-end of 12/31/2022 and a

Discussion included consideration of
the following:

e The suggestion by the respondent
supports an explicit requirement
that would not permit firms to resign
from the program if engagements
were performed during the firm’s
peer review year.

e The task force concluded when
developing PRSU No. 1, that a firm
may resign if its peer review has not
commenced, but the firm should be
aware and take responsibility for
any peer review requirements from
state laws and regulations.

e AICPA Staff consulted with its legal
team and concluded based upon
the AICPA Bylaws (2.3.4), the PRB
does not have authority to restrict
firms from resigning if its peer
review has not commenced and
members of the AICPA may resign
at any time before the peer review
has begun (7.1).

¢ Firms have a responsibility to
comply with state laws and
regulations and may need to inquire
of their respective SBOASs regarding
requirements.

STF recommends the following

language in paragraphs .20 and .A23 of
PRSU No. 1.
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Comments, Proposed Revisions, or Suggestions

Standards Task Force STF Recommendation

Consideration

due date of 6/30/2023. However, Firm B planned
ahead and did not perform any services within the
scope of the AICPA’s practice-monitoring standards or
issue any reports purporting to be in accordance with
AICPA professional standards for client period-ends
falling within the peer review year of 12/31/2022.

Setting aside state board rules for the moment, we
have always been directed that if a firm performed
engagements during its “normal peer review year”, the
firm needed to complete one final peer review before
it was able to resign from the peer review program
because PRIMA asks the firm to change its response
for all accounting and auditing engagements from
“Performed” to “Do Not Perform” and to provide the
level of service, period-end and report date of its last
engagement. A “Do Not Perform” response would not
be appropriate if the firm completed engagements
during its normal peer review year.

We therefore suggest that the Board consider revising
paragraphs .20 and .A23 to clarify that an enrolled
firm may not resign from the AICPA Peer Review
Program if the firm has performed engagements
during its normal peer review year.

Resigning From the Program
20 S-ferese ot e R sre sy
s .Ie' I|"“g£'
dnderge-a-peerreview—T10 resign from
the program, a firm should submit a
written request to the AE before the
firm’s peer review has commenced.
Before resigning, aA firm should consult
with its state boards of accountancy to
determine if it is in compliance with its
state peer review requirementsthere-are
. .
BT equre em'elln SR
program even A I".“ dees' |et'
R SR ces “.'at SRS EENEG
fpins oFwheR iE RS RS .
prells A Igl SRR t_lnat. Squire-a

.A23 A firm may resign from the
program when it no longer performs
engagements that require the firm to be
enrolled in the program. The
submission by the firm of a request to
resign from the program once its peer
review has commenced but has not
been completed is considered not
cooperating and the firm’s enrollment is
subject with-the AE-and-may-lead-to the
termination from the program as
described in paragraph .14efthefirm's

camelenontnthosreo e ooring
panel-ofthe board.
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Comments, Proposed Revisions, or Suggestions

Standards Task Force
Consideration

STF Recommendation

General Principles and Responsibilities for Reviewed Firms — System Reviews

Exhibit A (Informal feedback)

o Regarding reference to PCAOB in the sample
representation letter practice aid as well as Exhibit A
in the Clarified Standards, while the “[applicable to
engagements not subject to PCAOB permanent
inspection (if applicable)]” is in both and in red in the
practice aid, it appears it would be helpful to have a
footnote added to explain what “if applicable” means
as | see no other instructions on how to taylor. The
reference in the representation letter appears to be a
new addition under the Clarified Standards.

e Exhibit A-lllustrative Representation Letter (PICPA) -
We propose the illustrative representation letter for a
system review include sample wording in the third
paragraph, either in parentheses or a footnote,
pertaining to possible disclosures of instances of
noncompliance. If sample wording is not incorporated
into the exhibit, consider including the wording in
paragraph 310.16 or 310.17. We continually run into
situations where firms and reviewers believe that
stating “We have disclosed to all known situations”
alone meets the requirements of the standards. A lack
of samples is leading reviewers and firms to think they
do not need to include any detail about the restriction
and/or instance of noncompliance. Despite the
reference to paragraphs .16 and .17, reviewers are
not reading the standards.

This calls attention to a change that is
included in the omnibus ED to the rep
letter for engagement reviews.

“[fn]The representation letter of a firm
who is required to be registered with
and inspected by the PCAOB should be
tailored here to add "applicable to
engagements not subject to PCAOB
permanent inspection.”

For reference, a similar footnote is
included in the illustrative peer review
reports in section 210. This change
enhances consistency between rep
letters and reports, with more direct
guidance for when this phrase is
applicable.

The STF considered revision to the
illustrative representation letter to
include a footnote that prompts the
reviewed firm to summarize known
instances of noncompliance; however,
upon further discussion, the STF
concluded that summary of such details
would not be appropriate in firm
representations.

Therefore, STF recommends revision to
paragraph .16c¢ to remove the statement

that requires a summary of instances of
noncompliance related to state board
licensure requirements:

[Excerpt 310.16c]

Proposed change is
recommended for PRB approval
as presented in Agenda ltem
1.2A

Proposed change is
recommended for PRB approval
as presented in Agenda Item
1.2A
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Comments, Proposed Revisions, or Suggestions

Standards Task Force STF Recommendation

Consideration

“c. Management has disclosed to the
team captain all known instances of
noncompliance or suspected
noncompliance with the rules and
regulations of state boards of
accountancy or other regulatory bodies,
including applicable firm and individual
licensing requirements in each state in
which the firm practices, for the year
under review.-H-there-are-known

instances-of-noncompliance;

General Principles and Responsibilities for Reviewed Firms — Engagement Reviews

.16¢ (Informal Feedback) — The illustration includes
representation that compliance with licensure
requirements is considered through the issuance
dates of engagements reviewed, however the
requirement in .16¢ only says “for the year under
review”.

Proposed change is
recommended for PRB approval
as presented in Agenda Iltem
1.2A

STF agrees with this comment and
proposes the following revision to
320.16c¢ so the requirement is
consistent with the illustration:

[Excerpt 320.16c]

“c. Management has disclosed to the
review captain all known instances of
noncompliance or suspected
noncompliance with the rules and
regulations of state boards of
accountancy or other regulatory bodies,
including applicable firm and individual
licensing requirements through the
issuance dates of the reviewed
engagements in each state in which the
firm practices for the year under review.
Lthoro oo mme nncioneoo o

noncompliance, management should
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Comments, Proposed Revisions, or Suggestions

Standards Task Force STF Recommendation

Consideration

Exhibit A — Firm rep letter
[See suggestion above for Exhibit A in section 310]

o Exhibit A-lllustrative Representation Letter (PICPA) -
We propose the illustrative representation letter for an
engagement review include sample wording in the
third paragraph, either in parentheses or a footnote,
pertaining to possible disclosures of instances of
noncompliance. If sample wording is not incorporated
into the exhibit, consider including the wording in
paragraph 320.16 or 320.17. We continually run into
situations where firms and reviewers believe that
stating “We have disclosed to all known situations”
alone meets the requirements of the standards. A lack
of samples is leading reviewers and firms to think they
do not need to include any detail about the restriction
and/or instance of noncompliance. Despite the
reference to paragraphs .16 and .17, reviewers are
not reading the standards.

General Principles and Administration Responsibilities

.45 (TRATF) — At a recent meeting, the technical
reviewer’s advisory task force requested that the STF
discuss removing the requirement to complete the

STF recommends the following footnote
be included in the firm rep letter for
engagement reviews:

Proposed change is
recommended for PRB approval
as presented in Agenda Item
1.2A

“[fn]The representation letter of a firm
who is required to be registered with
and inspected by the PCAOB should be
tailored here to add "applicable to
engagements not subject to PCAOB
permanent inspection.”

The STF considered revision to the
illustrative representation letter to
include a footnote that prompts the
reviewed firm to summarize known
instances of noncompliance; however,
upon further discussion, the STF
concluded that summary of such details
would not be appropriate in firm
representations.

Proposed change is
recommended for PRB approval
as presented in Agenda ltem
1.2A

Therefore, STF recommends revision to
paragraph .16c¢ (see above revision) to
remove the statement that requires a
summary of instances of
noncompliance related to state board
licensure requirements.

STF considered the proposed change
and recommends revision to the
requirement in paragraph .45.

Proposed change is
recommended for PRB approval
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Comments, Proposed Revisions, or Suggestions

Standards Task Force
Consideration

STF Recommendation

technical reviewer training for single audits every two
years, as included in subparagraph f, as content would not
change enough to warrant repeated viewings.

In its place, the task force recommended that this specific
training requirement be solely for technical reviewers
before performing their first technical review of a peer
review that has Single Audits subject to review.

.47 (Pierson) — | believe that certain guidance from the
superseded Report Acceptance Body Handbook (PRP
Sec. 3300, Chapter 2, Section Il) (reproduced below) was
helpful to users in better understanding the roles and
responsibilities of the Technical Reviewer and suggest
that it be added to the Application and Other Materials
section of PR-C Section 400 as a reference from
paragraph .47.

e A The role of the technical reviewer is to assist the
RAB in its report acceptance functions by performing
the following functions (not all inclusive):

o Anticipating the committee’s or RAB’s
questions

o Providing the possible answers to these
questions or related recommendations along
with all pertinent review documents

f. obtain at least 8 hours of CPE every 2
years in subjects related to single
audits, if performing the technical
review of a peer review that includes

single audit engagements. The required
~PE | hould i . F

g. complete technical reviewer training
specifically for single audit
engagements prior to performing the
technical reviewer’s first technical
review of peer review documents for a
single audit engagement. (Ref: par.
.A40)

The STF considered and discussed the

following based on the suggestion from

the respondent:

e Additional perspective was provided
by the respondent that this
information while not specific
requirements in all cases, help to
frame what is included and
expected in a technical review,
particularly for users outside of
those actually performing the
procedures (e.g., BOAs, AE
executives, reviewed firms, etc.)

e The referenced guidance from the
superseded RAB HB was

as presented in Agenda ltem
1.2A

No change recommended — STF
considered that the standards
were drafted with the intent of
avoiding duplicative guidance,
and roles and responsibilities of
technical reviewers are more
appropriately described in
section 410, as requirements for
such responsibilities are more
specific to the report acceptance
process (i.e. completing tech
review procedures) and 400 is
intended to describe more
general requirements for
administering entities.
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Comments, Proposed Revisions, or Suggestions

o Advising the committee or RAB of significant
matters that may not be apparent from the
review documents

o Dealing with evident problems before the
review is sent to the committee or a RAB-
Recommending corrective actions related to a
deficiency or deficiencies in the peer review
report or implementation plans related to
findings on FFC forms, where appropriate

o Consulting with administering entity staff, peer
reviewers, and reviewed firms on matters
relative to the review or its results

o Providing reviewer performance feedback
recommendations to the committee or RAB
on reviewer performance issues
Performance of oversights when requested by
the committee or RAB.

B. N/A — The essence of this paragraph is included in
the clarified Standards at PR-C Sec. 400.54.

C. The technical reviewer looks at the materials in
more depth than the RAB. However, the technical
reviewer is not performing the type of review that
would be performed by an audit partner or a pre-
issuance reviewer.

400.A25 (FICPA) — The Committee likes the new
requirements that there may be rare circumstances
where exceptions to reviewer qualification or RAB
qualifications may be approved for both system and
engagement reviews. The question proposed by this
Committee is whether the AICPA can only approve
those exceptions? Or could the Administering Entity
also approve?

Standards Task Force
Consideration

considered when developing the
requirements in 410.05-.10 and its
related application material in
410.A2-.A3 (further, 400.47 is
cross-referenced to those
paragraphs in section 410).

o 400.47 “Technical reviews
are required to be
performed on all peer
reviews. The technical
reviewer should review
peer review documents,
evaluate whether the peer
review documentation
provides satisfactory
evidence of compliance
with the standards and
supports the conclusions
reached, and complete the
technical reviewer’s
checklist. (See paragraphs
.05-.10 of section 410.)"

STF considered as proposed, 400.A25
permits an exception to RAB member
qualifications that is approved by the
AICPA and such exception is
reasonable to extend to third parties
that attend RAB meetings; however, the
STF believes approval of such rare
instances should centralized and
obtained from AICPA staff.

STF Recommendation

Proposed change is
recommended for PRB approval
as presented in Agenda Item
1.2A
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Comments, Proposed Revisions, or Suggestions

RAB qualifications have an exception in PR-C Section
400.21.d where it references the rare exception in
para. .A25. The Committee questions why PR-C
400.25.c for third parties does not have the same
exception as RAB members. If this is considered and
included para. A25 would need to cross reference
back to paragraph .25 in addition to .21.

o Note: The comment letter references section
410: Determined to be a typo based on the
context and referenced requirements and
application material.

The Report Acceptance Process

410 .

No comments from stakeholders.

420 .

m Corrective Actions and Implementation Plans

.A14—.A17, Exhibits A, B, C, and D (PICPA) — The
tables of allowable corrective action and
implementation plans do not include having the firm
acknowledge that it does not perform a specific type
of engagement. This action is discussed within the
standards, but it is not specifically listed in any table.
We propose the list of allowable action items in each
exhibit mirror what is programmed in PRIMA.
Technical reviewers will use these exhibits as
guidance when deciding what actions to recommend
to the RABs, therefore having complete lists of all
allowable actions would be beneficial.

Appendix A (PRA) — We also agree in theory with the
proposed revision in paragraph .06 in Appendix A —
Guidance for Outside Parties Engaged to Assist Firms
in Completing Corrective Actions and Implementation
Plans. However, we are concerned that this may lead
to unnecessary delays in acceptance of corrective
action or implementation plans if outside party reports

Standards Task Force
Consideration

STF discussed and concluded that the
suggested addition is not technically an
implementation plan or corrective
action, as the lists include active steps
to be taken by a reviewed firm to
remediate findings or deficiencies.

STF considered the stated concern and
concluded that general communications
about the updated PRPM should be
adequate for reviewers to obtain the
most recent version of the standards
and related practice aids.

STF Recommendation

No change recommended

No change recommended




Standards Task Force STF Recommendation

Consideration

Comments, Proposed Revisions, or Suggestions

are returned to the firm or reviewer if such information
is initially or inadvertently omitted.

Reviewer Monitoring and Performance

Reviewer Performance Deficiencies (Informal feedback) The STF considered and discussed the = Proposed change is
change proposed, which is intended to recommended for PRB approval

.A3 Examples of reviewer performance deficiencies clarify that both a.i and a.ii should be as presented in Agenda Item
that may be documented on a reviewer performance present for a reviewer performance 1.2A
feedback form include, but are not limited to, the deficiency to be issued.

Tl . . The task force concluded the revision is
a. Related to engagement selection and review, appropriate and that the word “and”

the reviewer did-net should be emphasized (e.g. through
L . . . bolding, underlining, etc.) in between
1. did not appropriately identify a section i and ii in paragraph .A3 of
nonconforming engagement prior to section 430.

technical review, oversight, or RAB
consideration and

ii. did not demonstrate sufficient
knowledge and experience required to
review the engagement and identify
issues prior to technical review,
oversight, or RAB consideration.

b. Related to assessment and disposition of
matters, the reviewer did not appropriately
aggregate or evaluate matters noted on the

review such that the RAB determined

1. a deficiency was present but the
reviewer did not elevate the matter
beyond a matter for further
consideration (MFC) or
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Standards Task Force STF Recommendation

Consideration

Comments, Proposed Revisions, or Suggestions

ii. a significant deficiency (or a fail
report rating on an engagement review)
was present but the reviewer did not
elevate the matter beyond an FFC.

Other Other General Comments or Suggestions

FICPA STF discussed and concluded to No further change
e Proposes the following addition to the SRM, complement the change proposed to recommended; however, Staff
considering change to paragraph 210.17 regarding paragraph 210.17, an addition to the will develop a new SRM
assessment of control risk: SRM is appropriate to support the question that corresponds with
o “Did the review team consider the effect of notion that assessment of control risk in  the revision to 210.17.
any matters noted during the review of a peer review is continual.

engagements and testing of compliance with
policies and procedures to lead the review
team to consider changing its initial
assessment of control risk and the impact to
the scope of engagements reviewed?”



Agenda Item 1.3

Standing Task Force Updates

Why is this on the Agenda?

Each of the standing task forces of the PRB will provide this information to the Board at each
open session meeting to gather feedback on the nature and timing of agenda items that will be
considered in the future. The items included in this report represent an evergreen list that will be
continually updated to be responsive to feedback received.

Standards Task Force

Accomplished since last PRB meeting:

Discussed responses (formal and informal) to the Peer Review Standards Update No. 1,
Omnibus Enhancements and Technical Corrections exposure draft, resulting in the final
proposed update to the standards as presented in Agenda Iltem 1.2

Discussed and provided feedback on guidance related to alternative practice structures
and related peer review checklist changes

Discussed and provided feedback on proposed revisions to guidance in PRIMA Help
related to peer review due date extensions

Discussed and approved a resource document with questions and answers that describe
differences between findings and deficiencies in peer reviews versus those identified in a
firm’s system of quality management

Revisited and concluded no changes are warranted in the December 2022 reviewer alert
article that discusses AR-C section requirements that are deemed to be critical elements
in compilation reports

Upcoming tasks:

Discuss and consider expansion of guidance for third parties performing implementation
plans or corrective actions

Discuss and review revisions to the clarified standards to address requirements of the
quality management standards, which will be proposed in an exposure draft that is
expected to be presented for PRB consideration and approval in late 2023

Oversight Task Force

Accomplished since last PRB meeting:

Approved Report Acceptance Body (RAB) observation reports

Approved AE oversight reports and AE responses

Reviewed AE benchmark summaries

Reviewed enhanced oversight reports with comments for consistency

Monitored results of enhanced oversights

Discussed the type of feedback issued by AEs as a result of enhanced oversights
Monitored reviewer performance

Approved AICPA Annual Report on Oversight

Discussed revisions to the AICPA Peer Review Program Oversight Handbook

Upcoming tasks:

Approve RAB observation reports
Approve responses to AE oversight reports
OTF members will perform AE oversights
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Review AE benchmark summaries and feedback received

Approve, conditionally approve, or defer approval for AEs to administer the program for
2023

Review enhanced oversight reports with comments for consistency

Monitor results of enhanced oversights

Discuss the type of feedback issued by AEs as a result of enhanced oversights
Monitor reviewer performance

Discuss revisions to the AICPA Peer Review Program Oversight Handbook

Education and Communication Task Force

Accomplished since last PRB meeting:

e Continued planning procedures for the 2023 Peer Review Conference to be held July
31-August 2, 2023 in Philadelphia, PA, including finalization of the General Session
agenda, session presenters/speakers and session topics

e Published the following Reviewer Alerts

o February 9, 2023 — Special Edition
o February 22, 2023 — Regular Edition
o March 16, 2023 — Special Edition

e Held the Q1 2023 Peer Review Forum on March 1, 2023 for approximately 122
participants

o Developed content for the pre-EBP Conference’s peer review session on May 2, 2023
(satisfies the EBP Must-Select training requirement)

Upcoming tasks:
e Conference
o Develop content (presentations, conference cases, and other) for the 2023 Peer
Review Conference
e Communications
o Develop and publish the May 2023 Reviewer Alert
o Develop and publish the spring 2023 PR Prompts newsletter (May 2023)
e Training Courses
o Hold the first of three scheduled AICPA-sponsored 2023 virtual offerings of the
“Becoming an AICPA Peer Review Team or Review Captain: Case Study
Application” seminar beginning on May 8, 2023
o Hold the Q2 2023 Peer Review Forum on May 11, 2023
= Click here to register.
o Hold the “Are you Ready for your Firm’s Peer Review?” webcast on May 15,
2023
= (Click here to register.
o Develop materials for the ENGAGE peer review session scheduled for June 7,
2023 (satisfies the Team/Review Captain ongoing training requirement)
o Continue monitoring our available courses to determine if improvements should
be made to our overall training framework
o Continue creation of a new on-demand, self-study course on identifying and
writing systemic causes to be released during 2023
o Reviewer Pool
o Continue analysis of the reviewer pool and implement plans to improve the pool
o Implement modifications to PRIMA and the reviewer search to allow reviewers to
indicate their willingness to accept new peer review clients.
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O

Continue discussions related to reviewer performance, reviewer training, and
reviewer marketing feedback provided during the September 9, 2022 open
session PRB meeting
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Agenda Iltem 1.4
Other Reports

Why is this on the Agenda?
The purpose of this agenda item is to provide PRB members and other attendees an update on
various PRB related activities and initiatives.

Operations Director’s Report

Our analysis indicates an 8% decrease in the number of reviewers that actually performed
reviews from 2020-2022. However, the number of firms enrolled in the Program has decreased
by 11.8% over the past three years. We’re also continuing to track the firm to team captain ratio
which was 14.49, an 8% increase over LY.

Based on that information coupled with information from the most recent customer satisfaction
survey, Staff estimate an adequate pool of reviewers through 2026.

However, Staff still intend to perform activities designed to enhance the reviewer pool including:
collaborating with PR content squad and creative services to revamp campaign materials and
the upcoming tasks of the Education and Communication Task Force identified in Agenda item
1.3.

Report from State CPA Society CEOs
Ms. Pitter will provide the state society CEO report verbally during the meeting on May 3.

Update on the National Peer Review Committee
The NPRC last met on February 16. Two large firm reviews were presented and accepted.

Since the February PRB meeting, the NPRC has held three RAB meetings. During those
meetings:

e 74 reviews have been presented, including:
o 70 Pass
o 4 Pass with Deficiencies and
o O Fail

The NPRC’s next meeting will be held on May 11, 2023.

Update on the Proposed Criteria for QCM Content

Staff is working with the QCM task force to address feedback received in response to the
Criteria for Quality Control Materials (QCM) Content exposure draft in order to present
responses and updated criteria to the AICPA Assurance Services Executive Committee. Staff
will provide additional updates at future meetings.
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Introduction

Purpose of this report

The Annual Report on Oversight (report) provides a general overview and information on the
results of the AICPA Peer Review Program (Program) oversight procedures. This report
concludes as to whether the objectives of the AICPA Peer Review Board's (PRB) oversight
program were met.

Scope and use of this report

This report contains data pertaining to the Program and should be reviewed in its entirety to
understand the full context. Information presented in this report pertains to peer reviews accepted
during calendar years 2020-2022, which covers a full three-year peer review cycle. Oversight
procedures included in this report are performed on a calendar-year basis.
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Letter to the AICPA Peer Review Board
To the members of the AICPA Peer Review Board:

This report includes oversight procedures performed in 2022. Information presented in this report
pertains to peer reviews accepted’ during the calendar years 2020-2022, which covers a full
three-year peer review cycle. As a result of the COVID-19 pandemic and the automatic six-month
extensions approved by the Peer Review Board (PRB) in May 2020 for all firms with reviews,
corrective actions, and implementation plans originally due from January 1 to September 30,
2020, fewer reviews were accepted during 2020. With the impact of the pandemic, administering
entities (AEs) were encouraged to continue to be lenient when considering due date extension
requests from firms in 2021 and 2022 which further delayed reviews being performed and
accepted.

In planning and performing our procedures, we considered the objectives of the oversight
program, which state that there should be reasonable assurance that (1) AEs are complying with
the administrative procedures established by the PRB; (2) the reviews are being conducted and
reported upon in accordance with the AICPA Standards for Performing and Reporting on Peer
Reviews (Standards); (3) the results of the reviews are being evaluated on a consistent basis by
all AE peer review committees; and (4) the information disseminated by AEs is accurate and
timely.

Our responsibility is to oversee the activities of AEs that elect and are approved to administer the
Program, including the establishment and results of each AE’s oversight processes. The COVID-
19 pandemic impacted oversight procedures in 2021 and 2022. Certain procedures were not
performed in 2022 and others continued with a reduced scope. These impacts are described
throughout this report.

Oversight procedures performed by the AEs in accordance with the AICPA Peer Review Program
Oversight Handbook included the following:

o Qversight of peer reviews and reviewers. Oversight of various reviews, selected based on
reviewed firm or peer reviewer, subject to minimum oversight requirements of the PRB.
For 2022, 141 oversights were performed at the AE level. See pages 12—-13, “Oversight
of peer reviews and reviewers.”

e Benchmarks. AEs monitor and regularly report on compliance with AE benchmarks, which
are qualitative, objective, and measurable criteria to enhance overall quality and
effectiveness of Program administration. See page 13, “Evolution of peer review
administration.”

The Oversight Task Force (OTF) utilizes subgroups, known as focus groups, to monitor and
perform procedures in conformity with the guidance contained in the AICPA Peer Review Program
Oversight Handbook. These focus groups report to the full OTF.

e AE Oversight Focus Group

The AE oversight focus group monitors the results of AE oversights performed by OTF
members (which occur on a rotating basis, ordinarily every other year). These oversights

T All peer reviews accepted by a Report Acceptance Body (RAB) during the period, regardless of when the peer
review was performed or the peer review year-end.
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include testing the administrative and report acceptance procedures established by the
PRB. OTF members oversighted 11 AEs in 2021 and 14 AEs in 2022. See pages 6-7
“Oversights of the Administering Entities” for further information.

Report Acceptance Body (RAB) Observation Focus Group

The RAB observation focus group reviews and approves RAB observation reports,
including any responses received from the AEs. Periodically, the focus group will review
the process, including applicable checklists. RAB observations, which are performed by
OTF members and Program staff, focus on whether the report acceptance process is
being conducted in accordance with Standards and guidance. In 2022, RAB observations
were performed on 79 RAB meetings and 290 peer reviews were selected during these
observations. See pages 7-8 “RAB Observations” for a detailed description of the
process.

Enhanced Oversight Focus Group

Enhanced oversights are performed by approved subject matter experts (SMEs) on must-
select engagements and include the review of financial statements and working papers
for such engagements. The enhanced oversight focus group reviews and evaluates the
results of enhanced oversights and the oversight reports with comments, then provides
input and feedback to Program staff and SMEs. The focus group also evaluates the
reviewer performance feedback issued by AE peer review committees as a result of these
oversights and recommends that the reviewer performance focus group consider issuing
feedback when necessary. See pages 8-11 “Enhanced Oversights” for a detailed
description of the process.

Evolution Focus Group

The evolution focus group developed the AE benchmark criteria approved by the PRB.
AEs submit three benchmark summary forms during the year, each covering a four-month
period. The focus group reviews the results of the benchmark summary forms submitted
by the AEs, evaluates AE performance, and provides feedback to AEs as necessary. The
focus group also considers whether modifications to the benchmarks are needed.

Plan of Administration (POA) Focus Group

The POA focus group reviews and annually approves the plans submitted by the AEs
agreeing to administer the Program in compliance with Standards and guidance.
Information is submitted in two parts. The first part is due each November and typically
includes various acknowledgments, policies, and procedures. The second part is due each
April and reports on compliance with oversight requirements. Final approval of the POA is
evaluated after the completion of the second submission.

Reviewer Performance Focus Group

The reviewer performance focus group reviews the reviewer performance monitoring
report prepared by Program staff. This report summarizes Program staff’s procedures to
evaluate and monitor peer reviewers and AEs for compliance with Standards. The focus
group evaluates the results to determine if further action should be taken when
performance continues to be unsatisfactory or not in compliance with Standards.
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Conclusion

Based on the results of the oversight procedures performed in 2022, the OTF concluded the

objectives of the PRB oversight program were met.

Respectfully submitted,

Fim D. Meyer

Kim D. Meyer, Chair
Oversight Task Force
AICPA Peer Review Board
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AICPA Peer Review Program

There are approximately 20,100 firms currently enrolled in the Program within the United States
and its territories, that have a peer review performed once every three years. In recent years, the
AICPA has noted a decrease in the number of firms enrolled in the Program. This is attributed to
firm mergers and firms no longer performing the accounting and auditing engagements that would
subject them to a peer review. There are also approximately 1,600 firms enrolled in the Program
that indicated they do not currently perform any engagements subject to peer review. In previous
years, this report referenced the number of qualified peer reviewers, however, individuals
performing peer reviews is a more relevant metric. Between 2020-2022, approximately 7,200 peer
reviews were performed annually by 862 individuals acting as captains for system or engagement
reviews. Refer to appendix 2 for an additional overview of the Program and information about the
AEs.

Results of AICPA Peer Review Program
Overall results

From 2020-2022, approximately 21,700 peer reviews were accepted in the Program. During the
three-year period, more peer reviews were accepted than the number of firms currently enrolled
because a firm could have multiple peer reviews accepted during the period, or a firm could have
had a peer review accepted and subsequently resigned from the Program. Exhibit 1 shows a
summary of these reviews by type of peer review and report issued. The overall results of the
reviews accepted during the three-year period by report type were:

System Reviews Engagement Reviews
Pass 82% 84%
Pass with deficiency(ies) 12% 11%
Fail 6% 5%

A list of recent examples of matters noted in peer review is available on the AICPA’s website.
Although this list is not all-inclusive and is not representative of all peer review results, it contains
examples of noncompliance with professional standards (both material and immaterial) that were
most frequently identified during the peer review process.

Exhibit 2 summarizes the number and type of reasons by quality control element as defined by
the Statements on Quality Control Standards (SQCS), for report deficiencies (that is, pass with
deficiencylies] or fail) on system reviews accepted from 2020-2022 in the Program.

Nonconforming engagements identified

The Standards state that a nonconforming engagement is an engagement not performed or
reported on in accordance with the requirements of applicable professional standards in all
material respects. Materiality refers to misstatements, including omissions, where there is
substantial likelihood that, individually or in the aggregate, they would influence the judgment of
a reasonable user. Exhibit 3 shows the total number of individual engagements reviewed for both
system and engagement reviews, along with those identified as nonconforming.

89


https://us.aicpa.org/interestareas/peerreview/community/peerreviewers/examplesofmattersinpeerreviews.html

The percentage of nonconforming engagements identified each year from 2020-2022 (for system
and engagement reviews combined) were:

% of nonconforming
Year engagements
2020 16%
2021 14%
2022 13%

The percentage of nonconforming audit engagements each year were:

% of nonconforming
Year audits
2020 26%
2021 27%
2022 23%

The overall percentage of nonconforming engagements, as well as the percentage of
nonconforming audit engagements, decreased slightly in 2022 compared to prior years.

Corrective actions and implementation plans

During the report acceptance process, an AE’s peer review committee determines the need for,
and type of, corrective actions or implementation plans (both herein after referred to as follow-up
actions) by considering the nature and significance of findings, deficiencies, or significant
deficiencies. It also considers whether the reviewed firm’s actions taken or planned to remediate
nonconforming engagements, if applicable, appear comprehensive, genuine, and feasible.

Corrective actions are remedial in nature and are intended to strengthen the performance of the
firm. The firm acknowledges that it will perform and complete the required corrective action plan
as a condition of its peer review acceptance. The firm’s peer review is not complete until the AE
is satisfied that the corrective actions were sufficiently performed.

In addition to corrective actions, there may be instances in which an implementation plan is
required to be completed by the firm as a result of findings. There can be multiple corrective
actions and implementation plans required on an individual review. For implementation plans, the
firm is required to acknowledge that it will perform and complete the implementation plan as a
condition of cooperation with the AE and the PRB. Agreeing to and completing such a plan is not
tied to the acceptance of the peer review. However, if the firm fails to cooperate with the
implementation plan, the firm would be subject to fair procedures that could result in the
termination of the firm’s enroliment in the Program.

See exhibit 4 for a summary of follow-up actions required.
Oversight process
The PRB is responsible for oversight of all AEs. In turn, each AE is responsible for overseeing

peer reviews and peer reviewers for the jurisdictions it administers. See exhibit 5 for a list of
approved AEs. This responsibility includes having written oversight policies and procedures.
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All states and jurisdictions that require peer review accept the Program as satisfying their peer
review licensing requirements. Some state boards of accountancy (SBOAs) oversight AEs’
administration of the Program. This report does not describe or report on that process.

Objectives of PRB oversight process

The PRB appointed the OTF to oversee the administration of the oversight program and make
recommendations regarding oversight procedures. The main objectives of the OTF are to provide
reasonable assurance that:

o AEs comply with the administrative procedures established by the PRB,
Reviews are conducted and reported upon in accordance with the Standards,

e Results of the reviews are evaluated on a consistent basis by all AE peer review
committees, and

¢ Information disseminated by AEs is accurate and timely.

The oversight program also establishes a communications link with AEs and builds a relationship
that enables the PRB to:

e Obtain feedback from AEs’ peer review committees and staff,
¢ Provide consultation on matters applicable to specific AEs, and
o Develop guidance on a national basis, when appropriate.

OTF oversight procedures
The following Program oversight procedures were performed:
Oversights of the Administering Entities

Description

Each AE is oversighted by a member of the OTF (ordinarily, at least once every other year). No
member of the OTF is permitted to perform the oversight of the AE in the state that his or her
main office is located, where he or she serves as a technical reviewer, may have a conflict of
interest (for example, performing the oversight of the AE that administers the OTF member’s firm’s
peer review), or where he or she performed the most recently completed oversight.

Oversight procedures
During these oversights, the OTF member will:

e Meet with the AE’s peer review committee during its consideration of peer review
documents,

e Evaluate a sample of peer review documents and applicable working papers,

e Interview the administrator(s), technical reviewer(s), CPA on staff and peer review
committee chair, and

e Evaluate the various policies and procedures for administering the Program.

As part of the oversight, the AE completes an information sheet that documents policies and
procedures in the areas of administration, technical review, peer review committee, report
acceptance, and oversight processes in administering the Program. The OTF member evaluates
the information sheet, results of the prior oversight, comments from RAB observations, and
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compliance with benchmarks to develop a risk assessment. A comprehensive oversight work
program that contains the various procedures performed during the oversight is completed with
the OTF member's comments. At the end of the oversight, the OTF member discusses any
comments identified during the oversight with the AE’s peer review committee and CPA on staff.
The OTF member then issues an AICPA Oversight Report (report) to the AE that discusses the
purpose of the oversight and objectives of the oversight program considered in performing those
procedures. The report also contains the OTF member’s conclusion about whether the AE has
complied with the Program’s administrative procedures and Standards in all material respects.

In addition to the report, the OTF member issues an AICPA Oversight Letter of Procedures and
Observations (letter) that details the oversight procedures performed and observations noted by
the OTF member. The letter also includes recommendations to enhance the quality of the AE’s
administration of the Program. The AE is then required to respond, in writing, to any findings
included in the report and letter or, at a minimum, acknowledge the oversight if there are no
findings reported. The oversight documents, which include the report, the letter of procedures and
observations and the AE’s response, are presented to the OTF for acceptance. The AE may be
required to complete corrective actions as a condition of acceptance. The acceptance letter would
reflect corrective actions, if any. A copy of the acceptance letter, the report, the letter of
procedures and observations, and the AE’s response are available on the AICPA’s website.

Results
For 2021 and 2022, a member of the OTF performed an oversight for AEs listed in exhibit 6. See
exhibit 7 for a summary of comments from the oversights performed during the two years.

RAB observations

Description
The primary objectives of the RAB observation are to determine whether:

Reviews are conducted and reported on in accordance with the Standards,
Results of reviews are evaluated on a consistent basis within an AE and in all jurisdictions,
Administrative procedures established by the PRB are being followed, and
Administrators, technical reviewers, peer review committee/RAB members and the CPA
on staff are complying with applicable benchmarks monitored through RAB observations.

RAB observations allow for real-time feedback to RABs and AEs, which helps improve overall
quality and consistency of the RAB process. The process for RAB observations is similar to the
process used during the AE oversights. Prior to the meeting, the RAB observer receives the
materials that will be presented to the RAB, selects a sample of reviews of firms enrolled in the
Program, and reviews the materials. During the meeting, the RAB observer offers comments at
the close of discussions on issues or items noted during his or her review of the materials. All
significant items that were noted by the RAB observer, but not the RAB, are included as comments
in the RAB observation report, which is reviewed and approved by the OTF. The final report is
sent to the AE’s peer review committee chair and CPA on staff. Peer review committees may
respond after the final report is issued by the OTF.

Results

For 2021 and 2022, all AEs had at least two RAB observations. RAB observations were performed
by OTF members or Program staff. Recurring comments generated by RAB observations are
summarized in exhibit 8. Individual peer reviews selected during an observation incorporate an
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element of risk and are not reflective of the entire population. RAB observation results for 2021
and 2022 are as follows:

2021 2022

RAB meetings observed 78 79
Es:; rrve;:ii\:]v: selected during 397 290
Peer reviewers 222 199
Based on observers’ comments:

Acceptance delayed or deferred 24 23

Fegdback forms issued to 3 0

reviewers

The number of reviews delayed or deferred as a result of the RAB observers’ comments increased
from 7.3% in 2021 to 7.9% in 2022.

Enhanced oversights

Description

Enhanced oversights are performed by subject matter experts (SMEs). SMEs consist of current
or former members of the applicable Audit Quality Center executive committee and expert
panels, current or former PRB members, individuals from firms that perform a large number of
engagements in a must-select category, individuals recommended by the Audit Quality Center
executive committees and expert panel members, and other individuals approved by the OTF.
Enhanced oversights are one element of the AICPA’s Enhancing Audit Quality (EAQ) initiative.

The enhanced oversights identify areas that need improvement and provide meaningful data to
inform other EAQ activities. As a result of these oversights, the PRB has approved multiple
initiatives to improve reviewer performance on must-select engagements, such as additional
training requirements for reviewers. The results of the enhanced oversight findings are shared
with other teams at the AICPA to further the goal of improving audit quality.

Enhanced oversight samples

One objective of the enhanced oversight program is to increase the probability that peer reviewers
are identifying all material issues on must-select engagements, including whether engagements
are properly identified as nonconforming. Ordinarily this objective is achieved through the
selection of two samples.

e Random sample — Selected from all peer reviews that include at least one must-select
engagement. Each peer review included in the population has an equal chance of being
selected for oversight.

o Risk-based sample — Selected based on certain criteria established by the OTF.
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The oversight samples are selected from peer reviews with must-select engagements performed
during the calendar year. In 2020, the OTF suspended the enhanced oversight process due to
the COVID-19 pandemic; however, the process resumed in September 2021. As a result, a
random sample was not performed in 2021 and all selections were risk-based. In 2022, the OTF
resumed normal oversight activity with the selection of a random sample as well as risk-based
selections.

Beginning in 2021, peer reviewers generally were limited to being selected for oversight, no more
than once per year. These oversights neither replace nor reduce the minimum number of
oversights currently required by AEs.

Enhanced oversight scope

Enhanced oversights focus exclusively on must-select engagements (engagements performed
under Government Auditing Standards, audits of employee benefit plans, audits performed under
the Federal Deposit Insurance Corporation Improvement Act (FDICIA), and examinations of
service organizations). Prior to 2021, when Government Auditing Standards engagements with
single audits were selected, the oversight focused only 