Select Considerations for the 2015 Audit Cycle for Brokers and Dealers
We are pleased to release our Select Considerations for the 2015 Audit Cycle for Brokers and Dealers (the
2015 Brokers and Dealers Alert), our first annual alert of this type. This alert is intended to provide certain
auditing considerations that may be relevant for audit and attestation engagements for brokers and dealers
in the 2015 audit cycle and is one example of the profession’s commitment to continuously strengthening
audit quality. The 2015 Brokers and Dealers Alert discusses some of the more judgmental or complex audit
areas, including those that have recently been the subject of attention and focus by the Public Company
Accounting Oversight Board (PCAOB) in its inspection process. While the 2015 Brokers and Dealers Alert
highlights certain areas for consideration, it should not be relied upon as definitive or all-inclusive, and
should be read in conjunction with the applicable rules, standards, and guidance in their entirety, including
the PCAOB Staff Guidance for Auditors of SEC-Registered Brokers and Dealers.
The audit and attestation engagements of broker and dealer annual reports with fiscal years ended on or
after June 1, 2014 are required to be conducted in accordance with PCAOB standards.1 In its annual report2
publishing results of 2014 inspections of audits of brokers and dealers conducted under generally accepted
auditing standards (GAAS), the PCAOB identified audit deficiencies related to the following areas: failures
to satisfy independence requirements; revenue recognition; related parties; reliance on records and reports
produced by service organizations or brokers and dealers themselves; fair value accounting estimates;
financial statement presentation and disclosures; and the customer protection rule.
In addition, as part of its interim inspection program for firms that audit brokers and dealers, the PCAOB
inspected five audit and attestation engagements of brokers and dealers that were conducted for the first
time in accordance with PCAOB standards. The results, published in a January 28, 2015 report, indicate
audit deficiencies in a number of areas, the most pervasive of which related to: revenue recognition;
engagement quality review; risks of material misstatement due to fraud; financial statement presentation
and disclosures; and audit documentation. We will discuss some of these in further detail below, and
encourage audit teams to read the report in its entirety.
A separate CAQ publication 2015 Select Auditing Considerations for the 2015 Audit Cycle contains a
number of auditing considerations that also are applicable to audits of brokers and dealers. We encourage
our members to consider additional information identified in that publication.
Staff Inspection Brief
The PCAOB issued Staff Inspection Brief (Inspection Brief) in August of 2015 to highlight important
aspects and focus areas related to the 2015 inspections of the audits of brokers and dealers. The Inspection
Brief provides an overview of the inspection plan and its scope. The PCAOB’s selection of firms and
specific audit or attestation engagements for brokers and dealers is less risk-weighted than its approach for
selecting public company audits, and is driven more by observations from prior inspections, reported actual
net capital,3 and whether or not the broker or dealer maintained a Customer Reserve Bank Account.4 In
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addition, the scope of the inspections may include obtaining an understanding of firms’ quality control
procedures with respect to the transition to the PCAOB’s auditing standards.
In the Inspection Brief, PCAOB staff identified the following specific focus areas for the current inspection
cycle: previously identified deficiencies in the financial statement audits, including revenue recognition and
use of information produced or used by brokers and dealers; application of PCAOB attestation standards;
auditing supplemental information accompanying audited financial statements; engagement quality
reviews; and auditor independence.
Independence Requirements
Certain PCAOB inspections identified failures to satisfy auditor independence requirements as a result of
firms: (1) performing bookkeeping or other services related to the preparation of journal entries or source
data underlying the financial statements; and (2) assisting with or preparing the financial statements or
supporting schedules required by Rule 17a-5 under the Securities Exchange Act of 1934 (SEC Rule 17a5).
Both the PCAOB and the U.S. Securities and Exchange Commission (SEC) independence rules must be
followed during performance of broker-dealer audit and attestation engagements. CAQ Alert #2014-11,
SEC/PCAOB Independence Rules for Non-Issuer Audit and Attestation Engagements, provides audit firms
with an overview of the independence rules of the SEC and PCAOB applicable to financial statement audit
and attestation engagements for brokers and dealers and other covered entities. The publication addresses:





Applicability of SEC independence rules;
Bookkeeping services, including financial statement preparation;
Applicability of PCAOB independence rules; and
Other engagements subject to SEC or PCAOB independence rules.

Member firms are encouraged to read CAQ Alert # 2014-11 for a more thorough examination of applicable
independence rules and regulations, compliance with which also should be reflected in and monitored by
the firm’s system of quality control.
Revenue Recognition
Brokers and dealers generate revenue from a variety of securities-related lines of business, and auditing
revenue continues to be challenging. Insufficient testing of material classes of revenue transactions, failures
to perform sufficient procedures to test relevant assertions for revenue, and improper design and
performance of analytical procedures were among the most frequent inspection findings. In addition,
inspection staff noted instances where firms failed to design or perform audit procedures related to revenue
recognition whose nature, timing, and extent were responsive to the assessed risks of material misstatement
due to fraud.
PCAOB Staff Audit Practice Alert No. 12, Matters Related to Auditing Revenue in an Audit of Financial
Statements (Practice Alert No. 12), discusses the application of certain requirements in PCAOB auditing
standards that auditors should be mindful of when auditing revenue under current accounting guidance.
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Auditors are encouraged to read Practice Alert No. 12 for a more thorough examination of the auditing
considerations applicable to the deficiencies identified above.
Engagement Quality Review
Certain inspections of audits conducted under the PCAOB standards identified instances where either the
engagement quality review was insufficient or the reviewer did not have the required qualifications.
Auditing Standard No. 7, Engagement Quality Review defines the criteria to be met by the engagement
quality reviewer, which includes competence, independence, integrity, and objectivity.
Related Parties
As related parties often play a significant role in the operations of brokers and dealers, either through direct
participation or under shared service agreements, auditors are reminded of the need to perform procedures
necessary to obtain sufficient appropriate audit evidence5 to respond to the assessed risks of material
misstatement associated with related party relationships and transactions.
PCAOB Release No. 2014-0026 resulted in the issuance of Auditing Standard No. 18, Related Parties, and
amendments to other auditing standards, enhancing performance requirements in three key areas of the
audit: (1) related party transactions, (2) significant unusual transactions, and (3) a company’s financial
relationships and transactions with its executive officers. These amendments are effective for audits of
fiscal years beginning on or after December 15, 2014. As such, we remind our members of the relevant
requirements for the 2015 audit cycle.
Reliance on Records and Reports
Certain recent PCAOB inspections identified deficiencies in testing of the accuracy and completeness of
data and reports provided by brokers and dealers’ management and service organizations. Frequently, trade
processing and related back-office functions, primarily in the clearing and settling of customer transactions,
are outsourced to others companies. Inspection findings identified instances where the auditor used records
and reports produced by a service organization, such as a clearing broker, but failed to obtain sufficient
appropriate audit evidence on such information. Further, in the instances where the firms did obtain a
service auditor’s report, they failed to sufficiently evaluate the report or consider whether the report
provided evidence about the design and operating effectiveness of the controls being relied upon. When
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using information produced by a service organization or a service auditor's report as audit evidence, the
auditor should refer to AU sec. 324, Service Organizations.
In certain cases, inspection staff observed a lack of sufficient procedures to test the accuracy or
completeness of records and reports produced by the broker and dealer’ management that were used as
corroborating evidence in performing tests of certain accounts or disclosures.
Auditing Standard No. 15, Audit Evidence, requires that when an auditor uses information produced by the
company as audit evidence, the auditor should evaluate whether such information obtained is both sufficient
and appropriate for purposes of the audit.
PCAOB auditing standards also require the auditor to obtain an understanding of the company’s IT systems
relevant to financial reporting and take IT considerations into account in assessing the risks of material
misstatement.7
Auditing Accounting Estimates, Including Fair Value Measurements
The auditor’s testing of management’s accounting estimates, including fair value measurements, continues
to be an area of focus in PCAOB inspections, as it has historically been a source of inspection findings.
PCAOB inspections identified deficiencies where the auditor did not properly test securities valuations,
often relying on the fair values provided by the brokers or dealers and failing to undertake, or sufficiently
undertake, other procedures. In addition, inspections identified findings where the auditor failed to detect
that management had inappropriately accounted for investments in securities as held to maturity or available
for sale or did not account for the investment at fair value.
When auditing accounting estimates, including fair value measurements, the auditor is responsible for:
evaluating how accounting estimates have been developed; assessing the reasonableness of accounting
estimates made by management in the circumstances; and assessing whether they are presented in
conformity with applicable accounting principles and are appropriately disclosed. See AU sec. 328,
Auditing Fair Value Measurements and Disclosures (AU 328), for fair value measurements and AU sec.
342, Auditing Accounting Estimates, for additional guidance related to auditing accounting estimates.
Some of the findings identified during recent issuer inspections indicate insufficient audit procedures when
the auditor uses the work of an auditor or company’s specialist. The brokers and dealers may engage a
specialist to assist in developing significant accounting estimates, including fair value measurements, and
the auditor may engage a specialist in auditing them.
When the auditor uses the work of a specialist as evidential matter in performing substantive tests to
evaluate material financial statement assertions related to accounting estimates, including fair value
measurements, the auditor should apply provisions of AU sec. 336, Using Work of a Specialist (AU 336),
to evaluate the skills or knowledge of the specialist, to obtain an understanding of the nature of work to be
performed, and to evaluate the relationship of the specialist to the auditor or client and circumstances that
might impair the specialists’ objectivity. Paragraph 12 of AU 336 also requires the auditor to “(a) obtain an
understanding of the methods and assumptions used by the specialist, (b) make appropriate tests of data
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provided to the specialist, taking into account the auditor’s assessment of control risk, and (c) evaluate
whether the specialist’s findings support the related assertions in the financial statements. If the auditor
believes the findings of the specialist are unreasonable, the auditor should apply additional procedures.”
Provisions of AU 328 should be considered for fair value measurements when the auditor evaluates
management’s assumptions that are developed by management under the guidance of the board of directors
and assumptions developed by a specialist engaged or employed by management.
Supplemental Information Accompanying Financial Statements
The supplemental information brokers and dealers are required to include in their annual reports relates to
their compliance with certain SEC rules regarding maintaining minimum net capital and reserves,8
specifically those governing the safeguarding of customer securities and funds in their filings with the SEC.
A PCAOB inspection revealed an instance where the auditor did not perform procedures to determine
whether components of the computation of net capital, such as allowable assets, deductions and charges,
and haircuts on securities positions were determined in accordance with Rule 15c3-1. The auditor also did
not sufficiently test the completeness and accuracy of significant components of the customer reserve
computation.9
PCAOB Inspections staff is focusing on the auditor’s materiality considerations with respect to
supplemental information, procedures to test the accuracy and completeness of the information, and the
auditor’s evaluation of whether the supplemental information complies with relevant SEC rules.
PCAOB Auditing Standard No. 17, Auditing Supplemental Information Accompanying Audited Financial
Statements, contains audit procedures and auditors’ responsibilities that are designed to support the auditor's
reporting requirements on supplemental information that accompanies financial statements audited
pursuant to PCAOB standards.
Customer Protection Rule
Certain PCAOB inspections continue to identify deficiencies where the auditor failed to perform any
procedures, or performed insufficient procedures, to ascertain that the broker or dealer claiming the
exemption complied with the conditions of the exemption under the Customer Protection Rule (SEC Rule
15c3-3).
PCAOB Attestation Standard No. 1, Examination Engagements Regarding Compliance Reports of Brokers
and Dealers (Attestation Standard No. 1), establishes the requirements for auditor examination of certain
statements in the compliance reports of brokers and dealers. During current inspections, PCAOB staff is
focusing on examination procedures that auditors performed to determine whether brokers or dealers
maintained effective internal control over compliance with financial responsibility rules10 for the period
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covered by the broker’s or dealer’s statement and as of fiscal year end, and to evaluate statements made by
the broker or dealer regarding its compliance with Rule 15c3-1 and Rule 15c3-3(e), as of fiscal year end.11
PCAOB Attestation Standard No. 2, Review Engagements Regarding Exemption Reports of Brokers and
Dealers, establishes the requirements for auditor review of the statements in the exemption reports of
brokers and dealers. The PCAOB's inspection focus is expected to include review procedures auditors
performed to identify exceptions to the exemption provisions of Rule 15c3-3 and assessment of risk factors
associated with exemption compliance.12
Audit Documentation
Certain inspections of audits conducted under PCAOB rules identified instances where the engagement
team failed to prepare an engagement completion document necessary to support the auditor’s final
conclusions related to significant findings and issues, actions taken to address them, and the basis for the
conclusions reached in connection with the audit. Auditing Standard No. 3, Audit Documentation sets forth
the requirements the auditor should consider when preparing and retaining documentation in connections
with audits and attestations engagements conducted under PCAOB standards.
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