APPENDIX H — SURVEY

1 The Pand’s project contemplated gathering information from key audiences usng a
variety of means. Early in the project the Pand decided to seek information about a wide
range of issues from a number of sources through a mail survey, “Request for Opinions
on Issues of Audit Effectiveness Addressed to Thought Leaders and Key Stakeholders.”
The survey was issued on September 1, 1999.

2 The survey was not intended to be an opinion poll. Rather, the Panel encouraged each
respondent to give free-form responses to as many of the questions as possible from that
person’s unique perspective. The Pand aso informed al potential respondents that their
responses would be held in confidence and would not be available for public inspection.

CONSTITUENCIES RESPONDING

3 The intent of the Pand was to seek the views of many condituencies. Toward that
end, the Pand addressed the survey to a number of sdected individuds and
organizations. Among the condtituencies surveyed were preparers and users of finencd
datements, auditors, regulators, academicians, lawyers and andyss. While the list of
those initidly sdected was broad, the Pand did not limit responses to those on the lig.
Rather the views of everyone interested in the Pand’s project were welcomed. The
survey questionnaire was included on the webstes of the AICPA and the SEC for anyone
to obtain and answer.

4 An andyss of the condituencies included in the Pand’s origind maling and the
condtituencies responding follows:

Original
Constituency Mailingt*  Responses*

Accounting firm personnel 46 15
CPA organizations or personnd 157 18
Legd firm personnd 36 2
Governmenta organizations 80 9
Management organizations 16 4
Corporate management 15 7
Investment management or anaysts 88 7
Public interest organizations 56 9
Academia 43 19

Totds 537 0

* Some individuals or organizations could fit into more than one category.
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SURVEY QUESTIONNAIRE

5 The survey was designed to provoke thought by setting forth points of view in a
number of areas, with related questions for respondents to address as they saw fit. The
areas explored in the survey were:

The Business Environment
Responsihilities for Detecting Financid Statement Fraud
The Audit Risk Modd
Breadth of Auditors Involvement
Audit Committees and Auditors Communications
The Auditing Profession
The Business of Auditing
) The effects of competition
i) Scope of services offered by audit firms
iii) Organizationd structures
iv) Litigation
8. Regulaion and Sdf-Regulation
i) Roles and responsibilities
i) Auditing sandards
iii) The AICPA and audit firms
9. Codts, Benefits and Other Issues

NoobkwdpE

A copy of the survey questionnaire isincluded at the end of this gppendix.

ANALYSIS OF SURVEY RESPONSES

6 The Pand reviewed dl of the survey responses. The detalls of each response were
related to the applicable question or questions in the survey. Matters appearing to be of
common interest and common themes were identified and discussed. In generd, the Pand
addressed:

Key subgantive observations made in response to each of the survey's
questions

Specific recommendations for Pand action or non-action

Comments about the Panel’ s project, process and scope

Specific ideas for enhancing audit effectiveness induding incentives and
disncentives

Other ideas for enhancing investor protection, not necessarily directly
involving auditing or auditors

Cost—benefit considerations and recommendations
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7 The information that the Pand received from the survey was vdudble in its
ddiberations and in formulating many of its recommendations. The Pand expresses its
gppreciation to al respondents for their efforts and the quality of their responses.

COPY OF THE QUESTIONNAIRE

8 A copy of the survey questionnaire is reproduced below.

C. The Questionnaire

Each section of the questionnaire begins with an introductory paragraph, setting out some
points of view tha you may or may not agree with, and tha are not necessarily
representative of the views of the Panel. Please fed free to consder these points of view
in forming your responses to the quedtions that follow, or s&t them aside, as you see fit.
They are merely meant to provoke thought.

1. The Business Environment

Auditors operae in an environment of increesng complexity, accelerating change and
intense busness compstition. There is sgnificant merger and acquigition activity, newer
and more complex financid transactions and ingruments to hedge or mitigate risks, and
more intangible or “soft” assets on corporate balance $eets than ever before. Businesses
often change draegic directions giving rise to redructuring activities with corresponding
reserves st aside to cover the anticipated costs of those activities. Accounting standards
address many of these areas, but they often are subject to varying interpretation. In
preparing financid reports, management must rey far more on making informed
judgments and estimates about the effects of future events and transactions.

Core Questions

= Are auditors devoting sufficient attention to the areas where management discretion
and judgment are required in financid reporting? If not, pleese explan why you
bdievethis

= To wha extent do andyds earnings esimates influence management’s judgments in
preparing financid datements, and what are the effects on the auditor? If you see any
effects, please elaborate on their importance.

= Do accounting standards issued in recent years hep or hinder auditors in meseting the

needs of users of financid statements? If they hinder auditors, how do they do so and
what should be done?
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Extended Question

= Andyss eanings per shae edimates edtablish expectations (sometimes to the
penny) in the marketplace for companies to achieve. Can audits ever be expected to
be this exact? If not, what should be done, if anything, to ded with this Stuation?

2. Responsibilities for Detecting Financial Statement Fraud

Under current auditing standards, auditors have the responsibility to assess fraud risks
and obtain reasonable assurance that the financid datements are free of maerid
misstatement, whether caused by eror or fraud. This is not the same as saying that
audited financia Statements are a “guarantes” that fraud has not taken place. Investors
clearly place some responghbility for the detection of fraud in the hands of auditors, but
the extent of these responghilities often is unclear to many of those involved in the
financid reporting process.

Core Questions

= Are auditors respongbilities with respect to the detection of dediberate misstatements
of earnings appropriate? Please explain your view.

= Wha are usars views of those respongbilities and are they redigtic? Please fed free
to eaborate on differing views of various types of users, such as individud investors
and indtitutiond investors.

= Wha, if anything, should be done to change these views, or to change auditors
responsbilities for detecting fraud?

3. The Audit Risk Model

Audits are conducted usng an “Audit Risk Modd” that requires auditors to use ther
judgment in assessing risks and then in deciding what procedures to apply. The mode
dlows auditors to teke the client's business, financid and other circumgances into
account in selecting their audit gpproach. This modd can be gpplied differently by
different audit firms, so long as they comply with “generdly accepted auditing
standards.”

Core Questions

» |s this modd, where auditors are encouraged to use ther judgment in sdecting thelr
audit gpproach based on the individud company’s nature and circumstances,
appropriate? Please elaborate on your point of view.

= Wha ae the best safeguards to make sure that auditors exercise this judgment in
ways that protect shareholders and other investors?
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Extended Questions

= Does this modd alow too much chance that erors in auditors judgments will result
in problems for investors?

= Does the modd require auditors to explore in sufficient detail the accounting policies
and procedures that individual companies use?

= Does the modd meet the expectations of the invesment community in condraining
ingppropriate management behavior, especiadly in judgmenta arees?

= |s this modd equaly appropriate in dl indudries, or are there some where a different
approach might be needed?

= Are auditors sufficiently equipped to ded with the growing role of information
technology? What incrementd skills are needed?

= Do auditors exert the right baance between efficiency and timdiness on the one hand
and thoroughness on the other? Do you have any observations about the leve of
experience of auditors assgned to engagements, how they are supervised and ther
work reviewed, or the nature and extent of the audit documentation that they retain in
their working papers?

4. Breadth of Auditors’ Involvement

Some argue that, in light of increesed busness complexity, technology, new financid
ingruments, and other developments, auditors do not pay enough atention to busness
gysems, management processes, unique industry factors and operationa matters.
According to these observers, auditors place too much emphasis on historicd financid
information and not enough on the current and future risks of managing the busness and
on the entity's communications with invesors. Others believe that it would be
impractica or ingppropriate for auditors to focus more attention on these matters.

Core Question

= Do you bdieve auditors should be more involved in and familiar with ther dients
busness and operationd maters and ongoing communications with the investment
community? Please explain why you fed the way that you do.

Extended Questions

= Should auditors be more or less involved with:

= internd controls
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* interim financid Satements

= forecasts

= management’ s discusson and andysis

= nonfinancid data
= Should auditors be required to report on such matters? If so, which matters and why?
=  Would grester involvement in these areas improve the vaue of the independent audit?

= Would the cogs of greater involvement outweigh the benefits?

5. Audit Committees and Auditors’ Communications

A ggnificant part of the debate about audit effectiveness has focused on the current and
future roles of audit committees including ther roles in enhancing communications
among themsdves, the board, management, shareholders, and the auditors. Some bdieve
that a dronger role for audit committees may be a necessary and hepful way of

improving the effectiveness of audits. (The Pand does not intend to duplicate the work of
the Blue Ribbon Committee on the Effectiveness of Audit Committees))

Core Questions

= Do you bdieve auditors currently communicete effectively with:
*  management
= audit committees
» boards of directors

= gockholders (fed freeto eaborate on inditutiona versus individua investors)

Extended Questions

= Do you have any suggestions for improving the effectiveness of auditors
communications?

= Should auditors do more to assist audit or other committees of aboard of directors?
= Are audit committees effective in promoting qudity audits? How can audit

committees be more effective in that regard? Do audit committees do enough to seek
out auditors opinions and input?
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6. The Auditing Profession

Some have sensed that it is becoming more difficult to aitract and retain young people in
auditing as a career. Others believe that this has long been a chdlenge and that things are
not so different today.

Core Questions

= Do you bdieve tha the qudity of new recruits into auditing has been declining in
recent years, and if S0, isthis having an effect on the quality of audits?

= Are the opportunities and rewards in the auditing professon sufficient to attract and
reian high qudity entrants? (Please separate the question of atracting versus
retaining as you see fit.) If not, what more should be done to attract and retain more
high qudity individuds over the long term?

=  What are your views on audit personnel taking jobs with clients?

7. The Business of Auditing

) The effects of competition

Audit firms operate in a highly competitive environment, and there is a debate about the
effects of that competition on the qudity of audits While the largest five firms audit the
preponderance of publicly hdd companies, changes in audit firms by publicly hed
companies are rddively infrequent. Some beieve that competition improves the qudity
of audits while others argue that emphasis on competition weakens their quality.

Core Questions

= Wha ae your views about the effects of competition and pricing on the qudity of
audits?

How do you see time and budget pressures affecting the quality of audits?

i)  Scope of services offered by audit firms

Some believe that audit firms are placing less emphads on audit work and more emphasis
on other services they provide, thus weskening the qudity of audits. Others assert that
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non-audit work ether has no effect, or actualy helps audit firms perform better audits by
keeping their skills and understanding of business more up to date.

Core Questions

What are your impressons of the importance (Stature, compensation, advancement,
investments, etc.) audit firms place on audit work reldaive to the other services they
offer, and how, if at dl, doesthis affect the quality of audits?

Do you bedieve non-audit services offered to audit clients affect the independence or

perceived independence of auditors? If so, how do they do so and what should be
done about this?

Do firms properly ba ance the importance of high qudity, independent audits with
= Thegod of practice growth and firm success?

= Thegod of client retention?

= Thegod of enhancing relationships with dients?

Do firms place aufficient importance on professond qudifications, accounting and
auditing training, specidized skills, experience and integrity of auditors?

ii)  Organizational structures

Over the past decade, audit firms have diverdfied into a variety of sarvices dther by
internal expanson or by acquistion. Furthermore, some nontaudit organizations have
acquired audit firms or parts of them.

Core Questions

What are the effects of the following on the quality of audits:
= non-audit organizations acquiring audit firms or parts of them?

= audit firms broadening their range of nonraudit services through acquisition or by
internd expanson?

Are current organizationd structures gppropriate to promote quality audits?
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Some believe that litigation or the threat of litigation has a sdutary effect on the qudity
of audits. Others assart tha litigation has unreasonably driven up codts for audit firms,
and combined with downward pressures on prices, may have weskened audit qudity.

Core Questions

=  What are your thoughts on the effects of litigation on the qudity of audits?

= Will recent changesin federd or date laws affect the quaity of audits? In what way?

= Aremore changes to securities or other laws needed? If so, what changes?

Currently, there is a wide array of practices in place to enhance audit qudity, including
oversght by regulatory bodies, sdf-regulation by professona associations, and policies
and practices within each audit firm.

Core Questions

= Do you think that there is the right baance between regulaion and sdf-regulation,
inofar as enhancing audit qudlity is concerned?

= Wha changes if any, would you suggest in the approaches taken by regulaory
bodies, salf-regulatory bodies, and individud firms to enhance audit quaity?

Auditing standards are established by the Auditing Standards Board of the AICPA, a 15
member board comprising representatives from each of the five largest audit firms, eight
other audit firms, a member of the academic community and a member from governmen.
The SEC overseesthe activities of the ASB.
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Core Question

= Do “generdly accepted auditing $andards’ and the way they are formulated meet the
needs of the investment community? If not, what changes would be useful?

i)  The AICPA and audit firms

The AICPA exigs to serve the accounting professon’s interests in a variety of ways,
including speeking on behdf of the professon on topica issues. Audit firms, of course,
Spesk on their own behdf and promote their own individua capabilities.

Core Question

= Wha would you like to see the AICPA and individud firms do to enhance the
public' s trust and confidence in the auditing professon?

9. Costs, Benefits and Other Issues

Actions to improve the effectiveness of audits in protecting investors interests need to be
judtified in terms of their costs versus the benefits to be derived from them.

Core Question

=  What recommendations would you like to see the Pane make, and how do you assess
their costs and benefits?

kkhkkkkhkkkhkkk*k

The foregoing questions are intended to cover key issues rdating to audit effectiveness.
The Panel invites respondents to provide comments on issues that may not be addressed
or adequately covered by this questionnaire. You may draw on persond experiences or
observations, as you deem appropriate.
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