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Dear Sirs

PCAOB PROPOSAL REGARDING AUDITOR REGISTRATION
SYSTEM

We welcome the opportunity to comment on the Board's proposals for registration. Our
response is made on behaf of Grant Thornton International. We set out below our general
comments on the proposals, followed by answers to the specific questions posed by the
Board.

GENERAL COMMENTS

Grant Thornton shares the primary concern of the Board, namely to restore public
confidence in the major capital markets and in financia reporting by public companies,
particularly in the United States which represents such a large proportion of the World's
capital markets.

While we understand the urgent timetable that was set for the Board by the legidators, we
believe strongly that a more measured approach should be taken in relation to accounting
firms outside the United States ("foreign public accounting firms"). We believe that through
aprocess of cooperation with foreign regulators, many of whom have aready taken stepsto
tighten their own requirements in the wake of recent corporate collapses, the Board could
achieve a broader and more dependable level of comfort about standards of auditing in
connection with US public entities.

An initial approach might be for the Board to liase with a small group of regulators (say
those from the G7 countries). Such an approach would assist the staff of the Board to
consider the regulatory systems that operate in each of the mgjor territories. For this
purpose, we suggest that the regulators in each identified territory be asked to submit to the
Board relevant information which benchmarks their local standards against the Rules of the
Board. We bdlieve that regulators would be prepared to cooperate with the Board in this

way.

The Board's proposals for registration and regulation of auditors have significant
repercussions for auditors outside the United States, including the following:

We believe that certain aspects of registration with the Board regarding members of
the staff of aforeign public accounting firm would breach the Data Protection



Directive of the European Union.

We bdieve that it may be unlawful to provide access to working papers to a non-
local regulator in certain jurisdictions.

We aso believe that it may not be lawful to seek to compel audit steff in dl
jurisdictions to appear before a non-local disciplinary or investigative hearing.

We do not have adecision as yet from insurance brokers as to whether they would
alow usin al jurisdictions to register in a public forum full details of complaints
and legal actions. If an accounting firm is unable to secure their agreement then it
would make it impossible for mary or al members of an internationa organisation
outside the US to register with the Board.

Grant Thornton has no plans to withdraw from audits that will be regulated by the Board,;
however, there is a clear and active risk that the approach being considered will lead smaller
audit firms to conclude that the risks and burdens are too high and many firms will decide to
withdraw from such audits, thereby reducing choice and resulting in an even greater
concentration of these audits, especidly with the Big 4 firms. We believe that this outcome
would not be in the wider interests of the market for audit services in the US or overseas.

A number of important questions arise about the scope and impact of the proposed
registration system, in particular in relation to foreign public accounting firms that do not
themselves prepare or furnish audit reports on any US issuers but that play arole in the audit
of groups on which another firm (possibly the US member of their international network)
issues audit reports. If the Board determines that it is not able (or prepared) to apply different
registration arrangements (e.g. an exemption from, or extension to, registration) to foreign
public accounting firms in general, we recommend strongly that it should do so in relation to
foreign public accounting firms that play a" substantial rol€" in the audit of an issuer but do
not issue audit reports on issuers for the following reasons:

a It is not clear how firmsthat do not play a"substantia role” in the audit of any issuer
by reference to the 20% test are to determine whether, nonetheless, they must register
by reference to the first part of the definition in Rule 1001(n). As currently drafted,
the Rule would appear to require subsidiary auditors to contact the issuer's auditor in
each case to obtain the other firm's view of the significance of their involvement; only
once afirm had received a reply from the issuer's auditor in respect of every
subsidiary audit would it know whether it had to register (and for which clients
information would have to be provided in the registration). As aresult, the ability of
some foreign public accounting firms to register within the 180 day period will depend
directly on whether other firms are willing and able to respond on atimely basis.
Because we would expect many foreign public accounting firms to be in this position,
this factor could pose a threat to such firms' ability to meet the registration deadline.

b Certain of the information that is required to support a vaid registration with the
Board will take time to collate. In the case of information about an issuer where a
firm played (or expectsto play) a substantial role, that firm may have no contact with
(nor detailed knowledge about) the issuer and its audit report; as aresult, the foreign
public accounting firm will need to obtain this information from the audit firm
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responsible for the audit of theissuer. Ad hoc requests of this sort are likely to be
unwelcome at a time when auditors of issuers are preparing their own registration
applications. By contragt, the auditors of issuers will already have information
available about the firms that play a substantial role in those audits and we therefore
recommend that this information would be more appropriately gathered through the
PCAOB Form 1 (Application for Registration as a Public Accounting Firm) of the
auditors of issuers.

c Findly, regigtration requires explicit consent to be given of the powers and
jurisdiction of the Board. Until it is clear how the Board will exercee its supervisory
and disciplinary powers under the Sarbanes-Oxley Act, foreign public accounting
firmswill berequired to register "blind". There are legal issues surrounding the
Board's access to audit files of foreign public accounting firms that go to the root of
the Board's supervision powers; we believe that the Board's objectives would be more
appropriately achieved through recognition of, and cooperation with, local regulators.

RESPONSES TO THE BOARD'SQUESTIONS

1. Isit feasible for foreign public accounting firmsto register within 180 days of the
date of the Commission’s deter mination that the Board is capable of operating? Should
foreign public accounting firms be afforded some longer period (e.g. an additional 90
days) within which to register?

In those jurisdictions where it would be illegal for any firm to grant the PCAOB accessto its
audit files, it is unclear how foreign public accounting firms could agree (as part of the
registration application) to consent to cooperate with the Board. Unless firmsin those
jurisdictions will be permitted to qualify their consent or to issue an incomplete Form 1, time
will need to be alowed for the legal obstacles to be removed before those firms can be
required to register.

Item 7.2 of Form 1 requires foreign public accounting firms to provide certain information
about "accountants ... who participate in or contribute to the preparation of audit reports [of
issuers]". Itisnot clear to us whether thisis intended to include those who "participate in or
contribute to" the audit reports on accounts of "significant” subsidiaries of an issuer (which
reports in turn provide support for the audit opinion on the accounts of the issuer). We
would reguest the PCAOB to provide clarification on this point because the answer could
have a significant effect on the volume of information that foreign public accounting firms
will have to gather and provide with their registration filing.

In any event, we recommend strongly that the Board should concentrate its attention on the
registration of firms that are auditors of a significant number of issuers and to grant an
extension (say 12 months) for foreign public accounting firms that audit, say, less than 10
issuers and (of say 24 months) for foreign public accounting firms that play a" substantial
role" in the audit of an issuer but do not issue audit reports on issuers. The latter would
alow time for firms that neither audit issuers nor subsidiaries of issuers that exceed 20% of
the group to determine whether they need to register (see general comments above and our
answer to question 5 below).
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Further, even if the foreign public accounting firms were able legally to provide al of the
requested information, we are concerned about the timing of the registration process. Given
that the Board does not anticipate being ready to accept registration applications until late
June or early July 2003, we are concerned about the ability of both foreign and domestic
firms to complete the registration process by October 26, 2003. We believe that Section 102
of the Sarbanes-Oxley Act of 2002 intended to alow public accounting firms the full 180
days to complete the registration process. If firms are unable to file their registration
applications until late June or early July, then firms will in effect have less than 120 daysto
register with the Board. The proposed Rule requires the Board to approve or disapprove a
completed application for registration, or request additional information from a prospective
registrant within 45 days after the date of receipt of the application. In those cases in which
the Board requests additional information, a new 45-day review period will begin when the
requested information is received from the prospective registrant.  Since thiswill be thefirst
time through the process for both the Board and the public accounting firms, requests for
additional information from prospective registrants may be common, thus further tightening
the time period available to firms to complete the registration process.

We therefore respectfully request that the Board:

" defers the registration deadline for certain foreign public accounting firms, as
noted in the above paragraph, and
" adopts a process whereby al domestic and other foreign firms may request an

extension of the October 26, 2003 completion deadline for a reasonable period of
timeto alow al firmsthe full 180 days to complete their registration with the
Board.

2. Arethereany portions of Form 1 that are inapplicable, or that should be modified, in
the case of non-US applicants?

Asnoted in our genera comments, we recommend that information required to be provided
under Item 2.4 should instead be added to the information to be provided by auditors of
issuers under Items 2.1, 2.2 and 2.3, together with information about the identity of the
subsidiary auditor(s).

As noted in our response to the previous question, certain requirements of Form 1 conflict
with laws in some non-US jurisdictions. The Board will need to give urgent consideration to
whether it should accept and process registration applications that are "incomplete” in areas
where such conflicts have been identified to the Board by non-US regulators.

A significant proportion of Form 1 will not apply to firms that do not perform any audits of
issuers. We therefore recommend that the website for submission of registration applications
should offer a simplified approach to registration by those firms that identify themselves at
the outset as faling within this category.

3. In addition to the information required by Form 1, is there any additional
infor mation that should be sought from non-US applicants?

In order that the Board may take account of regulation and monitoring in an overseas
jurisdiction, Part | of Form 1 should call for clear identification of afirm's regulatory body
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(which may not be clearly evident from the information required by Item 1.7). The overseas
regulatory bodies themselves should provide details of their regulatory and disciplinary
arrangements so that individual foreig n public accounting firms do not have to prepare and
provide written summaries of this information.

4. Do any of the Board’s registration requirements conflict with the law of any
jurisdiction in which foreign public accounting firmsthat will berequired toregister
arelocated?

We have not had time to consider the interaction of the registration requirements with the
legal rights of individualsin al jurisdictions. However, we believe that certain aspects of the
registration of information about members of staff with the Board would breach the Data
Protection Directive of the European Union. Also, asagenera principle individuals would
need to give express consent to the disclosure of certain information about them (such as
history relating to breaches of crimind or civil law). Wherethereisinformation that is
required to be disclosed under Item 5.5 and the relevant individuals are no longer associated
with the registering firm, they would have no incentive to consent so the firm could find
itself prevented from filing a complete Form 1.

In view of the significance of the legal obstacles that we believe will face many foreign
public accountingfirms, we suggest that the PCAOB should liaise with the European
Commission and equivaent bodies in other parts of the world to clarify the lega position
before requiring foreign public accounting firms to register (either at all or with this
information).

5. In the case of non-USfirmsthat are required to register because they play a
substantial rolein the preparation and furnishing of an audit report on a USissuer, is
the Board’s definition of “substantial role” appropriate?

Rule 1001(n) defines the phrase “play a substantia role" to mean:

. to perform materia services that a public accounting firm uses or reliesonin
issuing all or part of its audit report with respect to any issuer, or
. to perform audit procedures with respect to a subsidiary or component of any

issuer the assets or revenues of which constitute 20% or more of the consolidated
assets or revenues of such issuer.

Although auditors of subsidiaries may be aware of the relative sizes of their clients and the
corresponding consolidated entities, this will often not be the case. Also, the first element of
the test can only be applied by the awditor of the issuer.

As areault, afirm that does not audit issuers cannot determine whether it needs to register
and, if so, what information is required by Item 2.4 of Form 1 without full cooperation from
the primary auditors of the related issuers. Given that in the coming months those firms will
no doubt be concentrating on their own registrations, there is a high risk that auditors of
subsidiaries will not be in a position to register by the 180 day deadline due to alack of
information.
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6. Should therequirementsto register be different for foreign public accounting firms
that are “associated entities’ (as defined in the Board'srules) of US registered public
accounting firmsthan for foreign firmsthat are not associated with US registered
firms?

We suggest that the information required to support the registration of aforeign public
accounting firm should take account of:

" the registered status of the US member of the international network of which the
firm is a member, and

" the requirements that dready need to be met in order for firms to be members of
the network.

For this purpose, US firms that are members of such networks could be required to file
details of the quality control and other standards to which al network members are required
to adhere. Foreign public accounting firms would then merely need to indicate in their
registration the internationa network with which they are associated.

Overseas firms that are not associated with a US registered firm are likely to be viewed by
the Board as having a high risk of non-compliance, so will probably justify a different,
targeted approach.

7. Should registered foreign public accounting firms be subject to Board inspection?
Could the Board, in some cases, rely on homecountry regulation in lieu of inspection of
foreign public accounting firms? If so, under what circumstances could this occur?

We bdlieve that foreign public accounting firms should continue to be monitored and
regulated by their local regulators. Thiswould provide a more continuous basis for comfort
by the Board than remote monitoring from the US with occasional monitoring visits. Such an
approach would also recognize the national sovereignty of countries outside the US and the
steps that they have taken in response to corporate failures, both recently and in the past.

The Board should reserve the exercise of its desired powers of inspection to the more serious
cases of suspected break downs of standards where there is a public interest or where the
Board is not satisfied with the efficacy of overseas loca monitoring arrangements.

8. Aside from Board ingpection, arethere other requirements of the Act from which
foreign public accounting firms should be exempted? If so, under what cir cumstances?

The requirements of the Act for the filing of annua reports and periodic updates of
registration information have yet to be turned into rules and forms. We would ask the Board
to be mindful of the possibility that arrangements within foreign public accounting firms for
gathering information about clients, fees, staff and ‘actions in relation to audits may differ
from (or be less sophigticated than) arrangements that would be expected to be present in US
accounting firms. This should be reflected in the regularity of, and timescale for, filing
updates and reports.
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9. Arethererequirements different from those the Act imposes on all registered public
accounting firmsthat the Board should apply to foreign public accounting firms?

See earlier responses.

10. Should the Board’s oversight of foreign registered public accounting firmsthat are
“associated entities’ (asdefined in the Board’srules) of USregistered public
accounting firms be different than its oversight of foreign public accounting firms that
are not associated entities of US registered firms? Should the USregistered firm have
any responsibility for the foreign registered firm’s compliance with the Board’srules
and standards?

We would be in favour of recognition by the Board of the value of international networksin
terms of the common standards and strong self-regulation of audit quality standards that
aready operate within many international networks, particularly the members of the Forum
of Firms.

Where the US member of a network is responsible for the audit of an issuer and other
network members audit significant subsidiaries, it would be logical for either the US firm or
the international organisation to have oversight responsibility for compliance by member
firms with the Board's Rules; however, primary responsibility for compliance would need to
remain with the individual member firms.

CONCLUDING REMARKS

The Board has been given a difficult task to achieve within a short timescale. We hope that
the Board will recognise the unique difficulties of compliance by non-US firms.
Accordingly, we believe that one of the Board's first priorities should be to ensure that the
registration/oversight system is appropriate in the US, where by a substantial margin the
largest risksto US investors lie. Only once the Board is satisfied that the system is
appropriate in the US and that compliance difficulties by non-US firms can be overcome
should the Board then turn its attention to foreign public accounting firms, whose influence
on reporting by US issuersis far less significant.

We should be happy to discuss any of our comments with a member of the Board's staff; for
this purposg, initial contact should be made with Barry Barber a 732 516 5550 or
barry.barber@gt.com.

Y oursfaithfully

David McDonndll
Chief Executive Worldwide
Grant Thornton International
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