
 

 

Broker-Dealer Audit Quality – 2020 Update 

The PCAOB recently released findings from its 2020 broker-dealer inspection program. The PCAOB inspected 65 
firms that audited SEC-registered broker-dealers (out of a total of 360 accounting firms) and reviewed 105 financial 
statement audits and attestation engagements, including both compliance and exemption reports1. Since the 
program’s inception, the PCAOB has observed lower percentages of deficiencies for accounting firms that also 
audit issuers or that perform audits for more than 100 broker-dealers.  

Background 
The Sarbanes-Oxley Act of 2002 (SOX) created the PCAOB and made auditors of U.S. public companies subject to 
external, independent oversight. The 2010 Dodd-Frank Act amended the SOX to give the PCAOB oversight of the 
audits of SEC-registered broker-dealers. In 2011, the PCAOB began inspecting audits of brokers and dealers. PCAOB 
inspections assess compliance with certain laws, rules, and professional standards and include an in-depth exam of 
certain aspects of a limited number of audits the audit firm performs and certain elements of the firm’s system of 
quality control over its audit processes.  

Findings 
Deficiencies are failures to perform or sufficiently perform certain procedures required by the PCAOB for audit or 
attestation engagements. These deficiencies do not necessarily indicate the broker-dealer’s financial statements,  
supporting schedules, or compliance or exemption reports are not fairly presented in all material aspects. 
Overarching observations from the 2020 inspections of firms that audit broker-dealers include the following: 

 The number of firms that had one or more audit and/or attestation engagements with deficiencies 
declined 14 percent from 2019.  

 
1 Under Securities Exchange Act of 1934 Rule 17a-5, broker-dealers registered with the SEC are generally required 
to file annually: a financial report and either a compliance report (if the broker-dealer did not claim it was exempt 
from Exchange Act Rule 15c3-3, Customer Protection – Reserves and Custody of Securities) or an exemption 
report (if the broker-dealer claimed exemption from the Customer Protection Rule), as well as reports of an 
independent public accountant covering the financial report and the compliance report or exemption report, as 
applicable. The accountant must be engaged to prepare a report based on an examination of the financial report in 
accordance with PCAOB auditing standards (audit engagement) and a report based on an examination of certain 
statements in the compliance report (examination engagement), or a report based on a review of the exemption 
report (review engagement).  
 

BKD supports the inspection program and monitors and analyzes the PCAOB’s reports and the application to our 
practice to fulfill our commitment to audit quality.  

BKD’s audit practice evaluates each audit engagement by its risk characteristics to focus key resources on 
technical matters. Our risk analysis is tied to team member experience in the industry or subject matter area, 
and audit engagement leaders are assigned specific responsibilities. Our goal is to help ensure teams of the right 
size and experience levels are addressing our clients’ challenging needs. Structurally, BKD audit engagements are 
subject to quality review by a reviewer not otherwise involved in the details of a client relationship. This layer 
allows for a fresh perspective on each engagement. BKD demands integrity, professional skepticism, and 
competence from engagement personnel. BKD policies and procedures implement the quality control standards 
established by the AICPA and the PCAOB. Our teams abide by our quality control manual, which drives the 
conduct and performance of our audits. 

BKD’s most recent inspection reports for our public company audit practice occurred in 2016 and 2014. Our 2019 
inspection is in process and results have not yet been received. 

See BKD’s 2020 Audit Quality Report for additional details.  

https://pcaob-assets.azureedge.net/pcaob-dev/docs/default-source/inspections/documents/2020-broker-dealer-annual-report.pdf?sfvrsn=d8914df5_4
https://www.bkd.com/media/bkd-quality-report
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 Audit engagements with deficiencies declined 15 percent from 2019.  

 Examination engagements with deficiencies declined slightly to 67 percent of engagements reviewed 
from 69 percent in 2019 but remained high primarily due to deficiencies in testing internal control over 
compliance (ICOC).  

 Review engagements with deficiencies declined to 23 percent of engagements reviewed from 51 percent 
in 2019.  

 For firms that audited more than 100 broker-dealers, engagements with deficiencies declined to 38 
percent in 2020 from 41 percent in 2019. For all other firms, the percentage of audit engagements with 
deficiencies declined to 71 percent in 2020 from 84 percent in 2019. 

 

Auditing Financial Statements 

Auditing Revenue 

Many of the deficiencies in auditing revenue relate to the requirement for auditors to perform audit procedures to 
address assessed risk of material misstatement for all relevant assertions of each significant account and 
disclosure, plan appropriate audit samples, and obtain sufficient and appropriate audit evidence.  

Evaluating Audit Results  

Firms cited did not sufficiently evaluate the presentation of financial statements, including disclosures. Deficiencies 
most notably included:   

 Incomplete qualitative and quantitative disclosures of information on revenue from contracts with 
customers under Accounting Standards Codification (ASC) 606, Revenue from Contracts with Customers 

 Revenue recognition policies that were not in conformity with ASC 606 

 Incomplete qualitative and quantitative disclosures of information regarding leases under ASC 842, Leases 

 Lease recognition and measurement that were not in conformity with ASC 842 

 Incomplete disclosures for assets measured at fair value on a recurring basis using significant 
unobservable inputs under ASC 820, Fair Value Measurement 

 Presentation of cash flows that were not in conformity with ASC 230, Statement of Cash Flows 

 Incomplete noncash disclosures under ASC 230  
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Examination Engagements  

Testing Controls over Compliance  

Deficiencies in testing ICOC continue to drive high deficiency rates in examination engagements. Many of the 
deficiencies relate to requirements for auditors to obtain sufficient, appropriate evidence about the operating 
effectiveness of controls important to the auditor’s conclusion regarding ICOC effectiveness. 

Quality Review 
An audit firm is obligated to establish and maintain a system of quality control to provide the firm with reasonable 
assurance that the firm and its personnel comply with professional standards and applicable legal and regulatory 
requirements and that reports issued by the firm are appropriate. The PCAOB found 43 audits—out of 65 
inspected—with deficiencies in the following areas:   

 Policies and procedures did not provide reasonable assurance that engagement partners reviewed and 
supervised audit and attestation engagements with due professional care, which contributed to not 
identifying engagement deficiencies.  

 Engagement quality reviews were not performed for some audit and attestation engagements. 

 Policies and procedures did not exist to address the engagement quality review requirements. 

 Policies and procedures did not provide reasonable assurance that engagement quality reviews for audit 
and attestation engagements were performed with due professional care. This contributed to 
engagement quality reviewers not identifying certain errors in—or certain required disclosures omitted 
from—broker-dealer financial statements, documents containing broker-dealer management assertions, 
and engagement reports. It also contributed to engagement quality reviewers not identifying deficiencies 
in audit responses in areas of significant risks, including fraud risks. All of these were required to be 
reviewed by the engagement quality reviewer.  

Conclusion  
BKD remains committed to the highest standards of audit quality and fully supports the PCAOB’s inspection 
process in improving audit quality to better meet investors’ needs and serve the public interest. If you have 
questions about this update, contact your BKD Trusted Advisor™ today. 
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