2024 Enforcement Activity
Involving Auditors

SEC & PCAOB ENFORCEMENT ACTIONS BROUGHT
AGAINST PUBLIC ACCOUNTING FIRMS &
ASSOCIATED INDIVIDUALS

PREPARED BY

Alison Forman
Adam Karageorge

March 2025



https://www.lw.com/admin/upload/SiteAttachments/SEC-Investigations-Guide-Second-Edition.pdf
https://www.lw.com/admin/upload/SiteAttachments/SEC-Investigations-Guide-Second-Edition.pdf

TABLE OF CONTENTS

[, EXECULIVE SUMMIAIY .. it et e e et e et e et e et e et e e et e e aneeannas 1
[I. Notable Developments in 2024..........oovuuieeeiiiiiiieeeeeeeeeee e 7
A, ConstitutioNal ChallENEES .....veeeiii et e e e e e e e e e e e e e e abbaeaeeeeeeeeannens 7
Y L G A o T (=X PR SRPRN 7
2. JOhN DO V. PCAOB IMaterS...ccccuviiiiiiiiieeieiiiee e ssiiee e sste e e sitee e s s siaee e s ssveeessssaaeessssneessnnns 8
B. Amendments to PCAOB Rules and Standards Likely to Impact Future Enforcement............. 9
1. Expanding Contributory Liability (PCAOB Rule 3502) ......cccuveeeiiiireeeiiieeeecrieeeeevveee s 9
2. Enhanced Quality Control Requirements (QC 1000).........ccceeerrivireeeriieeeeeirireeeerreeeeeenns 9
[ll. Level of Initiated Enforcement ACtiVity .......covvveeiiiiiiiiiiiiiiee e, 10
A. Total Enforcement Activity Remained High in 2024, Driven by PCAOB Activity in H1......... 10
B. Type of Respondents in Initiated ACLIONS .......cviivciiiieicieee e e 13
1. Actions Involving Firm Respondents Remained High in 2024...........ccccceeeveciviveeeeeeenn. 13
2. Over Three-Quarters of Initiated Enforcement Actions in 2024 Involved NAF

20T o T g Ve 1= o) 4R SUPRN 15

3. The PCAOB Continued to Initiate a Higher Percentage of Actions Against Non-US
Respondents than the SEC ...t e e e e e e e e e e e e 16
IV. Alleged Violations in Initiated Enforcement Actions ..........ccoevveveiiiiereeeeiinnnnnnn. 17
A. Violations Alleged in PCAOB ACLIONS ......uiiiiiieieiiiiiiieeee e e eeeciiree e e e e e e eeetrrree e e e e e e eensraaeeeaeesens 17
B. Violations Alleged in SEC ACLIONS......ccoccciiiiiieeee ettt e e e e e e e rrrr e e e e e e e e e aeraaeeeeas 19
C. Alleged Violations of Auditing Standards ..........ccceeeieeeiciiiee e 20
V. Sanctions in Finalized Enforcement Actions...........uuviiiieiiiiiiiiiiiiiiiiciiee e, 22
A. Monetary Sanctions in Finalized ACLiONS .......coouiiiiiiiie e e 22
1. Forthe Second Consecutive Year, PCAOB Penalties Exceeded SEC Penalties.............. 22
2. Mega-Settlements Drove Higher Firm Penalties in 2024 ........ccceeeeeeciivvieeeeeeeeecinveeenn. 25
3. GNF Respondents Faced Higher Monetary Sanctions than NAF Respondents............. 28
4. Non-US Respondents Faced Higher Monetary Sanctions than US Respondents ......... 30
B. Nonmonetary Sanctions in Finalized ACtiONS ........cccuuviiiiiieieecceee e, 32
VI. Looking Forward: Our Predictions for 2025 and Beyond...........cccevveeeeerrvnnnnne.. 33
A. The PCAOB and SEC Will Revert to a Focus on Individual Accountability ..........ccccvvveeeeenn. 34
B. Penalties Will Fall and Become More Predictable........ccccevvviieiiiiiieeeiieec e 35
(O N T T o) i o Tol U SRR 36
1. Crypto-Related Enforcement Matters Involving Auditors Will Rise..........cccccvvvveeeeennn. 36
2. PCAOB-Registered Firms in the PRC and Hong Kong Will Remain a Priority ................ 36
3. We Will SEE FEWET “FIrStS” ...uuiiiiiiiieee ettt ettt estee e e et re e e e atee e e saree e e e sabte e e s e ntae e e eensenas 37
VII. Appendix: DefiNned TEIMS. ...uuii i e e e e e e s e e e earaanes 38

= Brattle 2024 Enforcement Activity Involving Auditors Brattle | ii



TABLE OF FIGURES

Figure 1: Actions Initiated Against Auditors: 2018-2021, 2022, 2023 & 2024......cccccveeeeecrreeeecvreeennns 3
Figure 2: Alleged Violations in Initiated Actions Against Auditors: PCAOB vs. SEC (2024).................... 4
Figure 3: Monetary Sanctions in Finalized Actions Against Audit Firms and Individual

Respondents: 2018—-2021, 2022, 2023 & 2024 ......oeeeecvieeieiiieeeesiieeeesirieeeessireeesssnseeessssseeesssssseeeens 5
Figure 4: Total Initiated Actions Against Auditors: 2018—2024 .........coeeeccirieeeeeeeeeeciirieee e ecnraeeeas 10
Figure 5: PCAOB Enforcement Actions Brought Each Half Year: 2018-2024 ..........ccoovveeeeeeeeccvvnnnennn. 11
Figure 6: SEC Actions Initiated as Civil Actions vs. Administrative Proceedings: 2018-2024 ............. 12
Figure 7: Initiated Actions Against Audit Firms and Individual Respondents: 2018-2021, 2022,

2023 & 2024 ..ot e e e e e —e e e e e b ——eeeaa—te e e e ttaeeeabteeeeaastaaeeeartaeeeanrteeeeaares 13

Figure 8: Initiated Actions Against GNF vs. NAF Respondents: 2018-2021, 2022, 2023 & 2024........ 15
Figure 9: Initiated Actions Against US vs. Non-US Respondents: 2018-2021, 2022, 2023 & 2024 ....16

Figure 10: Violations Alleged in Initiated PCAOB Actions: 2022—2024.........ccccoccvueeeeecieeeeecirieeeeeireneeen 17
Figure 11: Violations Alleged in Initiated SEC Actions Against Auditors: 20222024 ...........cccceuuen... 19
Figure 12: Violations of Auditing Standards Alleged in Initiated Actions: 2022-2024............ccccuu.e.... 20
Figure 13: Violations of Auditing Standards Alleged in Initiated Actions: PCAOB vs. SEC (2024) ....... 21
Figure 14: Total Monetary Sanctions in Finalized Actions Against Auditors: 2018-2024................... 22
Figure 15: PCAOB and SEC Mega-Settlements: 2018—2024 .........ccoccuieeeeciieeeecieeeecciee e esree e e eveeee e 23
Figure 16: PCAOB Monetary Penalties: 2005—2024 .......cccuueeeeeiieeeeeiiieeeeiireeeeerereeeesnseeeesssseeesssssneesas 24
Figure 17: PCAOB Penalties Imposed Each Half Year: 2018—2024 ........cccccveeevvciieeeeciieeeecrieeeeevenee 24
Figure 18: Total Monetary Sanctions in Finalized Actions Against Audit Firms and Individual

Respondents: 2018-2021, 2022, 2023 & 2024 ....ccuuieeeiieeieeeieeeite ettt et et s seteesreeesanee s 25
Figure 19: Monetary Sanctions in Finalized Actions Against Audit Firms and Individual

Respondents: 2018-2021, 2022, 2023 & 2024 ....cccuvieeeeieeiieeeeeeeeieeeeieeesete e st e steessaaeessaeesanee s 27
Figure 20: Total Monetary Sanctions in Finalized Actions Against GNF vs. NAF Respondents:

2018-2021, 2022, 2023 & 2024 ...ttt sttt e s e s naae e sbee e earee s 28
Figure 21: Monetary Sanctions in Finalized Actions Against GNF vs. NAF Respondents:

2018-2021, 2022, 2023 & 2024 ...ttt ettt ettt sttt e st e e et e e nateesnaeeennaenn 29
Figure 22: Total Monetary Sanctions in Finalized Actions Against US and Non-US Respondents:

2018-2021, 2022, 2023 & 2024 ...ttt ettt ettt e st e e st e s nateesbeeeearee s 30
Figure 23: Monetary Sanctions in Finalized Actions Against US and Non-US Respondents:

2018-2021, 2022, 2023 & 2024 ...ttt ettt sttt e et e e s be e e nateesnaeenanaeen 31
Figure 24: Nonmonetary Sanctions Imposed on Individuals and Firms in 2024 Finalized Actions:

PCAOB VS. SEC.... ittt ettt ettt ettt et e ettt e st e e sab e s bt e e s bt e e s abeeebbeeeabbeesabeeesabeesasbeesaseesnnneens 32
Figure 25: Percent of Initiated Actions Involving Individual and Firm Respondents:

Williams/Gensler Administrations vs. Prior AdminiStrationS.......eeeeeeveeeeeeeeeeeeeieesiieeeeeesseessnnnes 34

= Brattle 2024 Enforcement Activity Involving Auditors Brattle | iii



ABOUT THE AUTHORS

Alison Forman, CPA/CFF is a Principal in The Brattle Group’s Chicago
office and is Co-Leader of the firm’s Accounting practice. She has over
two decades of experience consulting on accounting, financial
reporting, and auditing issues arising in complex commercial litigation
and regulatory enforcement matters.

Ms. Forman has experience working in all phases of litigation,
including mediation and trial. She has consulted on enforcement
matters brought by the US Securities and Exchange Commission (SEC),
the Public Company Accounting Oversight Board (PCAOB), and state
boards of accountancy. Her work has spanned numerous industries,
including financial institutions, oil and gas, real estate, healthcare,
retail, automotive, solar, high-tech, and construction.

Adam Karageorge is an Associate in The Brattle Group’s San Francisco
office. His experience as both an economic consultant and a litigator
positions him uniquely to support legal counsel and expert witnesses
in complex litigation matters.

Mr. Karageorge’s work spans all phases of litigation for matters
ranging from securities class action litigation to accounting fraud and
auditor liability. He has consulted on matters brought by the US
Securities and Exchange Commission (SEC) and the US Department of
Justice. Mr. Karageorge also analyzes corporate fraud, capital market
transactions, supply chain management, shareholder securities class
actions, commercial contract disputes, and related issues in corporate
finance, valuation, and damages.

The authors gratefully acknowledge the following individuals who contributed to the development of this report:
Lou Delano, Lucy Du, Helen Hu, Peter Lee, Aneri Patel, Sadia Sarker, and Tianshu Yang.

= Brattle 2024 Enforcement Activity Involving Auditors Brattle | iv


https://www.brattle.com/experts/alison-forman/
https://www.brattle.com/experts/adam-karageorge/

NOTICE

This report reflects the perspectives and opinions of its author and does not necessarily reflect
those of The Brattle Group’s clients or other consultants. Where permission has been granted
to publish excerpts of this report for any reason, the publication of any excerpts must include a
citation to the complete report, including page references.

ABOUT BRATTLE

The Brattle Group answers complex economic, regulatory, and financial questions for
corporations, law firms, and governments around the world. We aim for the highest level of
client service and quality in our industry.

We are distinguished by our credibility and the clarity of our insights, which arise from the
stature of our experts; affiliations with leading international academics and industry specialists;
and thoughtful, timely, and transparent work. Our clients value our commitment to providing
clear, independent results that withstand critical review.

Brattle has over 500 talented professionals across North America, Europe, and Asia-Pacific. For
additional information about our experts and services, please visit brattle.com.

= Brattle 2024 Enforcement Activity Involving Auditors Brattle | Vv


https://www.brattle.com/

|. Executive Summary

In 2022 and 2023, with new leadership in place, the Public Accounting Oversight Board (PCAOB)
and the US Securities and Exchange Commission (SEC) both approached auditor enforcement
with heightened levels of vigilance and urgency. As detailed in our January 2024 report, “2023
Enforcement Activity Involving Auditors,”? this led to a substantial increase in combined
enforcement activity against auditors when compared to the regulators’ prior administrations
(proxied by 2018-2021 — see Appendix: Defined Terms).

Notably, the PCAOB’s enforcement levels under current Chair Erica Williams’ leadership were
twice the levels seen under prior Chair William D. Duhnke IllI’s administration, and the PCAOB
imposed record-high penalties in both 2022 and 2023. The SEC, led by Chair Gary Gensler,
imposed record penalties against auditors in 2022, and 2023 penalties remained 50% higher
than under the prior administration led by Chair Jay Clayton.

With Ms. Williams and Mr. Gensler still at the helm of the PCAOB and the SEC, respectively,
2024 was poised to be another year of high enforcement — and, at first glance, it was. Between
the two regulators, a total of 58 enforcement actions against auditors were initiated during the
year, keeping overall activity consistent with the first two years of the Williams/Gensler
administrations. Together, the PCAOB and SEC imposed $52.2 million in total monetary
sanctions against auditors in 2024, a 66% increase from $31.5 million in 2023.

The aggregate activity for the year, however, obscures a notable shift from 2022 and 2023. SEC
activity was significantly muted in 2024, as the regulator brought only seven actions in 2024,
down 50% from 2023 activity and the lowest level during any year in our sample (2018-2024).
The decline was undoubtedly influenced by the Supreme Court’s June 2024 decision in SEC v.
Jarkesy, in which the Court ruled that the SEC’s use of administrative proceedings to seek
financial civil penalties in a securities fraud lawsuit was unconstitutional.

And, while the PCAOB imposed record-breaking penalties for the third straight year,
enforcement statistics saw an unprecedented drop-off in the second half of the year (H2). An
uncharacteristically low 33% of the 51 actions initiated by the PCAOB in 2024 were brought in
H2 2024, a departure from the 76—86% in the second half of each of the prior four years.
Strikingly, only 2% of penalties imposed by the PCAOB in 2024 were imposed in H2 — a sharp
contrast from 2023, when 83% of total penalties were imposed in the second half of the year.
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While the reasons behind the drop in PCAOB activity in the second half of 2024 are unclear, one
factor may have been constitutional challenges facing the PCAOB, which likely grew stronger
after the June 2024 Jarkesy decision.

DATA ANALYZED

This report analyzes the enforcement activity brought by the PCAOB and SEC against public
accounting firms (“firms”) and professionals employed by public accounting firms
(“individuals”) during 2018-2024. In particular, it compares enforcement activity during 2024 to
the first two full years of the Williams/Gensler administrations (2022 and 2023) and to activity
during 2018-2021, a proxy for the regulators’ prior administrations.

Analyses of the level of enforcement activity and alleged violations are based on the date an
action is initiated, regardless of when it was finalized. As required by the Sarbanes-Oxley Act
(SOX), PCAOB investigations and disciplinary proceedings are confidential and non-public until
finalized; as a result, actions are considered to be initiated and finalized at the same time.
Meanwhile, SEC actions can be initiated and disclosed on a given date but finalized (settled,
adjudicated, or dismissed) later.

Analyses of imposed sanctions (both monetary and nonmonetary) are based on the date a
respondent settled or otherwise finalized the action, regardless of when the action was
initiated. For actions in which monetary sanctions are imposed jointly and severally upon an
individual and a firm, our analysis allocates half of the monetary sanction to the individual and
half to the firm.

Please see the Appendix for a list of defined terms.

NOTABLE DEVELOPMENTS IN 2024 (SEE SECTION 1)

e The Supreme Court’s June ruling in SEC v. Jarkesy is arguably the most significant
development affecting auditor enforcement activity in 2024. The Court’s decision not only
permanently altered how the SEC can pursue enforcement moving forward, but also raised
still-to-be-resolved constitutional questions about the PCAOB’s enforcement authority.

e The PCAOB has been facing its own legal challenges to its enforcement authority through
multiple lawsuits filed under the pseudonym “John Doe.”

e The PCAOB and the SEC approved amendments to PCAOB Rule 3502, expanding
contributory liability in PCAOB enforcement matters to persons associated with a registered
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public accounting firm who, through “negligent conduct,” have a direct and significant role
in a firm’s violations. Prior to the amendment, individuals were required to have
demonstrated “reckless” conduct.

e The PCAOB and SEC approved a new risk-based quality control (QC) standard — QC 1000, A
Firm’s System of Quality Control — that will become effective on December 15, 2025. QC
1000 could be a catalyst for increased enforcement activity.

LEVEL OF ENFORCEMENT ACTIVITY (SEE SECTION II1)

FIGURE 1: ACTIONS INITIATED AGAINST AUDITORS: 2018-2021, 2022, 2023 & 2024

2018-2021 Average 2022 2023 2024

Number of

Actions

23.00 61%

14.75 39%

37.75

Sources: https://www.sec.gov/page/litigation; https://pcaobus.org/oversight/enforcement.

e Overall enforcement activity has remained high for the third year in a row. Together, the
PCAOB and SEC brought 58 enforcement actions against auditors in 2024, in line with 2023
(60) and 2022 (59) levels, but more than 50% higher than the average number of initiated
actions (37.75) during the regulators’ prior administrations (2018-2021).

e 2024 enforcement was driven primarily by the PCAOB, which brought 88% of actions
initiated against auditors in 2024. The PCAOB initiated 51 actions during 2024, the highest
level of PCAOB enforcement activity since 2017.

e Enforcement activity in 2024 appears to have been substantially impacted by Jarkesy and
the constitutional challenges facing the PCAOB.

— Only one-third of PCAOB actions in 2024 were disclosed in H2, the lowest level of H2
activity of any year in our seven-year sample.

— The number of enforcement actions involving auditors initiated by the SEC in 2024 (7)
was down 50% from 2023 (14) and was at the lowest level of any year in our sample.
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ALLEGED VIOLATIONS (SEE SECTION 1V)

FIGURE 2: ALLEGED VIOLATIONS IN INITIATED ACTIONS AGAINST AUDITORS: PCAOB VS. SEC (2024)

90% 86% m PCAOB W SEC

80%
70%
60%
50%
40%
30%
20%
10%

0%

39%

12%

N/A - N/A

Auditing Standards  Quality Control Ethics or Registration or Non-Cooperation*
Standards Independence Reporting*

Sources: https://www.sec.gov/page/litigation; https://pcaobus.org/oversight/enforcement.
Note: One action may include multiple violations. Violations marked with an asterisk (*) are applicable only to PCAOB actions.

¢ Alleged violations in enforcement actions initiated by the PCAOB and SEC in 2024 — with
some exceptions — largely mirrored those seen the year prior.

e Violations of auditing standards remained the most common allegation in 2024, seen in 53%
of initiated PCAOB actions and all but one SEC actions (86%).

e The PCAOB charged more QC standards violations than the SEC, alleging QC violations in
41% of initiated actions, compared to 14% by the SEC.
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SANCTIONS IN FINALIZED ACTIONS (SEE SECTION V)

FIGURE 3: MONETARY SANCTIONS IN FINALIZED ACTIONS AGAINST AUDIT FIRMS AND INDIVIDUAL
RESPONDENTS: 2018-2021, 2022, 2023 & 2024

Individuals

2018-2021 2018-2021
Average Average

2022

Respondents 14.75 30 43 39 20.50 26 19 25
% of Respondents Fined 88% 100% 100% 92% 57% 92% 95% 92%
Median Fine $0.02M $0.04M $0.05M $0.04 M $0.01M $0.03M $0.05 M $0.05M

$130M $10.02M $19.14M $3441M $0.21 M $1.01M $0.89 M $1.33M

At ur S5 2022 2023 pLop 23 2018-2024 2022 2023 2024
Average Average

15.75 19 19 11

Respondents

# of Respondents Dismissed 1 2 1 8 7
% of Respondents Fined 74% 67% 80% 100% 51% 32% 82% 100%
Median Fine $0.10M $283M  $055M  $0.27M $002M  $002M  $003M  $0.04M

$18.78M $127.31M $11.13M $14.37M $026M $0.14M $033M $2.10M

Sources: https://www.sec.gov/page/litigation; https://pcaobus.org/oversight/enforcement.
Note: “% of Respondents Fined” is the number of respondents fined as a percentage of non-dismissed respondents.

e Combined, the PCAOB and SEC imposed $52.2 million in monetary sanctions against
auditors in 2024, an increase of 66% from 2023 and 2.5 times higher than the 2018-2021
average.

— During 2018-2024, there were seven settlements of $10 million or more (“mega-
settlements”). Excluding mega-settlements, total monetary sanctions in 2024 were

down from 2023, but remained nearly three times larger than the 2018-2021 average.

—  59% of total monetary sanctions imposed in 2024 were imposed on GNF respondents —
respondents associated with one of six large global networks tracked separately by the
PCAOB — up from 44% in 2023, but down substantially from 93% in 2018-2021.

— 55% of monetary sanctions in 2024 were imposed on non-US respondents, up from 46%
in 2023, 22% in 2022, and 8% during the regulators’ prior administrations.
e For the third year in a row, the PCAOB imposed record penalties.

— 2024 penalties of $35.7 million were up nearly 80% over the $20 million imposed in
2023 and were more than triple the then-record of $11 million imposed in 2022.

— Over 70% of the total penalties imposed by the PCAOB in its 20-year enforcement
history have been imposed in the last three years.
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e Maedian monetary sanctions brought by the PCAOB and SEC against firms in 2024 ($50,000)
were in line with 2023 and 2022 and twice the median during 2018-2021 ($25,000).

e Median monetary sanctions brought by the PCAOB and SEC against individuals in 2024
($50,000) were up 33% over 2023 and were more than three times the median during
2018-2021 ($15,000).

— The median fine imposed by the PCAOB on individuals during 2024 ($50,000) was five
times larger than the median fine under the PCAOB’s prior administration ($10,000).

- The median fine imposed by the SEC against individual respondents was $37,500 in
2024, up 70% from the prior administration ($22,000).

LOOKING FORWARD: OUR PREDICTIONS FOR 2025 AND BEYOND (SEE SECTION VI)

President Trump’s re-election will have significant implications for PCAOB and SEC enforcement
in and after 2025. As of the issuance of this report, Paul Atkins — who has long criticized the
PCAOB? - is awaiting confirmation as Chair of the SEC. After his confirmation, we anticipate a
decrease in auditor oversight by the SEC and an overhaul of the PCAOB board. This, coupled
with recent and ongoing constitutional challenges (Jarkesy and Doe vs. PCAOB matters), will
likely bring significant changes to the auditor enforcement landscape.

In particular, we make the following predictions:

e The PCAOB (assuming it continues to survive as a separate entity) and SEC will revert back
to a focus on individual accountability.
e Penalties:

— SEC penalties will fall and return to a more predictable determination, akin to a
framework on financial penalties articulated by the SEC nearly two decades ago.3

— After three consecutive years of record PCAOB penalties, both a change in leadership
and Jarkesy-related fallout will significantly dampen PCAOB penalties.
e Areas of focus:

— The friendlier regulation of the cryptocurrency markets will lead to more crypto-related
fraudulent activity and a rise in crypto-related enforcement against auditors.

— PCAOB-registered firms in the People’s Republic of China (PRC) and Hong Kong will
remain a priority due to President Trump’s vows to take an aggressive approach towards
the PRC.

- We will see fewer “first of its kind” enforcement activity. Both regulators will focus
enforcement efforts on established rules and standards.
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Il. Notable Developments in 2024

A. Constitutional Challenges

1. SECv. Jarkesy

The Supreme Court’s ruling in SEC v. Jarkesy last June is arguably the single most important
development in 2024 impacting auditor enforcement activity. Not only did it lead to lower
enforcement activity in 2024, but it also permanently changed the way the SEC can pursue
enforcement going forward and raised still-to-be-resolved constitutional questions about
PCAOB enforcement.

History of the Jarkesy Matter

Prior to Jarkesy, the SEC primarily pursued enforcement actions involving auditors through
administrative proceedings under Rule 102(e).* In Jarkesy, an SEC-appointed administrative law
judge (ALJ) found that the defendants — hedge fund founder George Jarkesy and his fund’s
advisory firm, Patriot28 LLC — had committed securities fraud and imposed monetary penalties
of $300,000, among other sanctions. The defendants subsequently challenged the
constitutionality of the SEC’s use of its in-house administrative forum to seek civil penalties in a
securities fraud lawsuit. The Fifth Circuit vacated the AL)’s order on multiple grounds, including
that the SEC’s adjudication process violated the defendants’ Seventh Amendment right to a jury
trial. On June 27, 2024, the Supreme Court upheld the Fifth Circuit’s Seventh Amendment
finding.®

Impact of the Jarkesy Matter

Despite the Jarkesy ruling, some industry observers still expect to see a significant number of
SEC settlements in the administrative forum.® However, when the SEC is unable to settle a
matter in which it seeks civil penalties, it must pursue the case in federal court, where
defendants are entitled to a jury trial. Because litigating in federal court is generally more
resource- and time-intensive than administrative proceedings, industry participants believe the
shift resulting from Jarkesy may make the SEC more selective in its approach to enforcement
actions.”
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Even before the Supreme Court’s decision in June 2024, the uncertainties raised by Jarkesy
appeared to dampen auditor enforcement. The SEC initiated only seven actions in 2024, the
lowest level of annual activity of any year in our sample.

After the ruling, the SEC Division of Enforcement, without explanation, filed motions in August
to dismiss eight enforcement actions — apparently all of its administrative proceedings pending
against accountants.® Legal experts observed that this rare — if not unprecedented — move was
especially notable because, in some cases, the SEC was poised to win. It is unknown whether
the SEC has dropped these matters altogether or whether it intends to pursue any of them in
federal court.

According to legal experts, in addition to the impact Jarkesy will have on SEC enforcement in
the future, the Jarkesy decision may have potentially far greater implications for the viability of
PCAOB enforcement proceedings because the PCAOB does not have statutory authority to
bring proceedings in federal court.?

2. John Doe v. PCAOB Matters

The PCAOB has been facing its own legal challenges to its enforcement authority through
lawsuits filed under the pseudonym “John Doe.” According to Thomson Reuters, “The PCAOB is
facing the most concerted attack in years on its enforcement powers through a trio of lawsuits
that could test the reach of the Supreme Court’s Jarkesy ruling in audit industry oversight.”1°

Since January 2023, two individual auditors subject to disciplinary actions and one firm under
investigation have anonymously filed separate but similar lawsuits against the PCAOB,
challenging the constitutionality of the regulator’s use of in-house proceedings. The action
against the firm was recently dismissed after the PCAOB informed the court that it had closed
its investigation and would not be pursuing an enforcement action.!?

The constitutional challenges raised in the two remaining Doe matters include allegations that
the PCAOB is unlawfully exercising judicial powers reserved for federal courts by prosecuting
and adjudicating matters against auditors, and that the proceedings violate plaintiffs’ Fifth
Amendment right to due process and their right to a jury trial guaranteed under the Sixth and
Seventh Amendments.*?
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B. Amendments to PCAOB Rules and Standards Likely
to Impact Future Enforcement

1. Expanding Contributory Liability (PCAOB Rule 3502)

During 2024, the PCAOB and the SEC approved amendments to PCAOB Rule 3502 (previously
named Responsibility to Not Knowingly or Recklessly Contribute to Violations), expanding
contributory liability in PCAOB enforcement matters.* The amended rule, which applies to
persons associated with a registered public accounting firm who “directly and substantially
contribute” to a firm’s violations, reduces the liability standard from “knowing or reckless”
conduct to “negligent” conduct.

Prior to the amendment, the PCAOB’s only avenue to hold individual contributors liable for firm
violations was if the individual acted recklessly, defined as “an extreme departure from the
standard of ordinary care” that “presents a danger to investors or to the markets that is either
known to the actor or is so obvious they must have been aware of it.”'* The revised PCAOB
Rule 3502, Responsibility Not to Contribute to Violations, which became effective last October,
requires only negligent conduct — that is, “the failure to exercise reasonable care or

competence.”®®

Some industry observers believe that the amended Rule 3502 may have “major consequences,”
including sanctions of professionals who make good faith judgments.'®

2. Enhanced Quality Control Requirements (QC 1000)

Last year, the PCAOB adopted and the SEC approved a new quality control standard, QC 1000, A
Firm’s System of Quality Control.” QC 1000 has been referred to as a “landmark reform” that is

“poised to have a profound impact on the auditing industry.”*8

Among its new provisions, the standard requires firms to evaluate their QC systems annually
and report the results of their evaluations to the PCAOB. Further, the largest US accounting
firms — those that audit 100 or more public companies — must establish an external quality
control function (EQCF) composed of one or more independent individuals.*® The
responsibilities of the EQCF include, at a minimum, “evaluating the significant judgments made
and the related conclusions reached by the firm when evaluating and reporting on the
effectiveness of its QC system.”

QC 1000, which could be a catalyst for increased enforcement activity, will become effective
December 15, 2025, with initial reporting to the PCAOB due by November 30, 2026.2°
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Ill. Level of Initiated Enforcement Activity

A. Total Enforcement Activity Remained High in 2024,
Driven by PCAOB Activity in H1

TOTAL ENFORCEMENT ACTIVITY

FIGURE 4: TOTAL INITIATED ACTIONS AGAINST AUDITORS: 2018-2024
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Sources: https://www.sec.gov/page/litigation; https://pcaobus.org/oversight/enforcement.

In 2024, the PCAOB and SEC brought a total of 58 enforcement actions against auditors, in
line with the prior years under the Williams/Gensler administrations (60 and 59 actions in
2023 and 2022, respectively) and up 54% from the average (37.75) during the regulators’

prior administrations (2018-2021).

88% of the total actions initiated against auditors in 2024 were brought by the PCAOB, up
from 74% in 2022-2023 and 61% under the regulator’s prior administrations.
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PCAOB ENFORCEMENT ACTIVITY

e The number of PCAOB actions in 2024 (51) was up 11% from 2023 (46) and was more than
twice the 2018-2021 average of 23. 2024 saw the highest level of activity since the PCAOB
settled 54 actions in 2017.%!

e The PCAOB did not disclose any adjudicated actions in 2024, down from two adjudicated
actions in 2023.

e Only one-third (17 of 51) of PCAOB actions in 2024 were disclosed in the second half of the
year (H2), the lowest level of H2 activity of any year in our sample.

— The relatively low second-half activity in 2024 may have resulted, in part, from the
uncertainty created by the constitutional challenges facing the PCAOB, which perhaps
intensified after the June 27, 2024 Jarkesy decision.

FIGURE 5: PCAOB ENFORCEMENT ACTIONS BROUGHT EACH HALF YEAR: 2018-2024
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Source: https://pcaobus.org/oversight/enforcement.
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SEC ENFORCEMENT ACTIVITY
e The number of actions brought by the SEC — seven —was down 50% from 14 actions in 2023
and was the lowest level of SEC enforcement activity during any year in our sample.

— The decreased activity was likely driven in large part by the Jarkesy matter, in which the
Supreme Court found the SEC’s use of administrative proceedings to seek financial civil

penalties to be unconstitutional.

e Only four of the seven SEC actions in 2024 (57%) were initiated as administrative
proceedings, down from more than 85% of SEC actions brought against auditors in
administrative proceedings in 2023.

— Prior to the Supreme Court’s June 30, 2023 announcement that it granted review in the
Jarkesy matter, nearly all the SEC actions against auditors were brought as
administrative proceedings.

FIGURE 6: SEC ACTIONS INITIATED AS CIVIL ACTIONS VS. ADMINISTRATIVE PROCEEDINGS: 2018-2024
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Source: https://www.sec.gov/page/litigation.
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B. Type of Respondents in Initiated Actions

1. Actions Involving Firm Respondents Remained High in 2024

FIGURE 7: INITIATED ACTIONS AGAINST AUDIT FIRMS AND INDIVIDUAL RESPONDENTS: 2018-2021,
2022, 2023 & 2024
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Sources: https://www.sec.gov/page/litigation; https://pcaobus.org/oversight/enforcement.

Note: Percentages may not sum to 100% due to rounding.

TOTAL ENFORCEMENT ACTIVITY

e Combined, the PCAOB and SEC charged firms (i.e., actions involving firms exclusively or

actions involving both firms and individuals) in 78% (45 of 58) of 2024 actions. In

comparison, the PCAOB and SEC charged firms in 83% (50 of 60) of combined actions in
2023, and 58% of combined actions during the regulators’ prior administrations (2018-

2021).

e In 2024, the PCAOB and SEC charged individuals (i.e., actions involving individuals

exclusively or those involving both firms and individuals) in approximately 40% of total
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actions, in line with 2023 but down substantially from 2018-2021, when three-quarters of
combined actions involved an individual respondent.

e In 2024, 60% of total actions involved firms only, which is in line with 2023 but higher than
the average of 26% under the prior administrations.

PCAOB VS. SEC ENFORCEMENT ACTIVITY

e For the first time in our sample, in 2024, the PCAOB charged a firm respondent in a smaller
percentage of initiated actions (76%) than the SEC (86%).
— In comparison, in 2023, the PCAOB charged a firm respondent in 93% of actions, while
the SEC charged a firm respondent in half of its initiated actions.

— Under their prior administrations, the PCAOB and SEC charged firm respondents in 64%
and 47% of actions, respectively.

— The PCAOB, under Chair Williams, has increased its enforcement against firms by its use
of sweeps, in which the PCAOB investigates multiple firms simultaneously for the same
potential violations. The PCAOB expanded its use of sweeps in 2022 to “identify
wrongdoing proactively” as part of the Williams administration’s “renewed vigilance.”??

» More than one-third of PCAOB actions during the Williams administration resulted

from sweeps.

e 35% of PCAOB actions in 2024 involved individuals. The SEC brought charges against

individual respondents in 71% of actions initiated in 2024 — twice the rate as the PCAOB.

— For each regulator, the percentage of actions involving individuals in 2024 was lower
than under the regulators’ prior administrations (70% for the PCAOB and 81% for the
SEC).

— The percentage of SEC actions involving individual respondents in 2024 (71%) was at its
lowest level since 2018 (67%). 2024 was also the only year in our sample in which the
SEC charged firm respondents in more actions than individual respondents.
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2. Over Three-Quarters of Initiated Enforcement Actions in
2024 Involved NAF Respondents

The PCAOB often reports audit quality statistics separately for global network firms (GNFs) and
non-affiliated firms (NAFs). According to the PCAOB, GNFs are firms affiliated with the six
largest global networks: BDO International Limited, Deloitte Touche Tohmatsu Limited, Ernst &

Young Global Limited, Grant Thornton International Limited, KPMG International Cooperative,

and PricewaterhouseCoopers International Limited. In our report, firm and individual

respondents associated with GNFs are referred to as “GNF respondents.” All other respondents

are considered to be “NAF respondents.”

TOTAL ENFORCEMENT ACTIVITY

FIGURE 8: INITIATED ACTIONS AGAINST GNF VS. NAF RESPONDENTS: 2018-2021, 2022, 2023 & 2024
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Sources: https://www.sec.gov/page/litigation; https://pcaobus.org/oversight/enforcement.

Note: Percentages may not sum to 100% due to rounding.

e In 2024, 79% of total actions in 2024 involved NAF respondents, similar to 78% of total
actions in 2023, and up from an average of 64% during 2018-2021.

e 21% of total actions initiated by the SEC and PCAOB against auditors involved GNF
respondents, in line with 22% in 2023, and down from 36% during the regulators’ prior

administrations (2018-2021).

e For the second straight year, all actions in 2024 involving GNF respondents were brought by

the PCAOB.
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3. The PCAOB Continued to Initiate a Higher Percentage of
Actions Against Non-US Respondents than the SEC

TOTAL ENFORCEMENT ACTIVITY

FIGURE 9: INITIATED ACTIONS AGAINST US VS. NON-US RESPONDENTS: 2018-2021, 2022, 2023 &
2024
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Sources: https://www.sec.gov/page/litigation; https://pcaobus.org/oversight/enforcement.

e Approximately 60% of total actions in 2024 were brought against US respondents,
consistent with the prior two years, but below the 2018-2021 average of 74%.

e For the first time in three years, the PCAOB brought less than half (43%) of its enforcement
actions against non-US respondents. This was nonetheless higher than the 2018-2021
average of 35%.

e While the SEC charged non-US respondents in only 29% of actions initiated against auditors
in 2024, this is the highest percentage of SEC enforcement activity involving non-US
respondents in our seven-year sample.
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IV. Alleged Violations in Initiated Enforcement
Actions

For purposes of this report, violations are grouped into six categories (which are described
further in the Appendix):

e SEC and PCAOB allegations related to: Auditing standards, quality control standards, and
ethics or independence.

e PCAOB-only allegations related to: Registration or reporting, failure to supervise, and non-
cooperation.

A. Violations Alleged in PCAOB Actions
PCAOB ENFORCEMENT ACTIVITY

FIGURE 10: VIOLATIONS ALLEGED IN INITIATED PCAOB ACTIONS: 2022-2024
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Source: https://pcaobus.org/oversight/enforcement.
Note: An action may be included in multiple categories.

e While compliance with auditing standards remained the most commonly alleged PCAOB
violation in 2024, it was alleged in just over half of PCAOB actions, down from about two-
thirds of actions in the prior two years.
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— Nearly three-quarters of actions involving US respondents alleged violations of auditing
standards. In comparison, only a quarter of actions involving non-US respondents
alleged auditing standards violations.

e Consistent with its focus on “audit firm culture,”?3 the PCAOB alleged violations of QC
standards in 41% of 2024 actions, in line with 41% in 2023 actions, and up from 33% in
2022.

The PCAOB alleged QC violations in half of 2024 actions involving non-US respondents,
but only a third of 2024 actions involving US respondents.

— During 2024, five of the 21 actions alleging violations of QC standards involved improper
answer-sharing at three non-US GNFs.

— Individuals were charged with recklessly contributing to a QC violation in nearly 40% of
2024 PCAOB matters alleging QC violations, up from a quarter of the actions during
2022-2023.

— In 2024, the PCAOB imposed penalties of $1 million or more on five firm respondents.
Each of those respondents was charged with violations of QC standards.

e Consistent with prior years, the PCAOB alleged violations relating to registration or
reporting in approximately 40% of 2024 actions.

e 20% of PCAOB actions in 2024 alleged ethics or independence violations, down from 24% in
2023, but up from 12% in 2022.
— Half of the 2024 actions with charges pertaining to ethics or independence alleged
violations of Rule 3524, Audit Committee Pre-Approval of Certain Tax Services, and/or
Rule 3526, Communication with Audit Committees Concerning Independence.

e Actions alleging violations for non-cooperation increased to 12% of PCAOB actions in 2024
from 9% in 2023, but remained below 2022 levels (21%).

e The PCAOB did not charge failure to supervise under SOX 105(c)(6) in 2024, down from one
action against a firm in 2023 and four actions (involving three firms and two individuals) in
2022.
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B. Violations Alleged in SEC Actions

SEC ENFORCEMENT ACTIVITY

FIGURE 11: VIOLATIONS ALLEGED IN INITIATED SEC ACTIONS AGAINST AUDITORS: 2022-2024
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Source: https://www.sec.gov/page/litigation.
Note: An action may be included in multiple categories.

All but one action initiated by the SEC in 2024 alleged violation of auditing standards.

Only one action (14%) alleged QC violations, down from nearly 30% of 2023 actions and
over 40% in 2022.

29% of SEC actions initiated in 2024 alleged ethics or independence violations, up from 7%
in 2023 and 18% in 2022.

Of the four actions that were brought as administrative proceedings, three were brought
pursuant to Rule 102(e). All four actions were also brought pursuant to Section 21C of the
Exchange Act.

Of the three actions that were brought as civil actions, two alleged violations of Section
10(b) of the Exchange Act and Rule 10b-5 thereunder, and two alleged violations of Section
17(a) of the Securities Act.
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C. Alleged Violations of Auditing Standards

FIGURE 12: VIOLATIONS OF AUDITING STANDARDS ALLEGED IN INITIATED ACTIONS: 2022-2024
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Sources: https://www.sec.gov/page/litigation; https://pcaobus.org/oversight/enforcement.
Notes: Data are presented as a percentage of actions alleging one or more auditing or attestation standard violations. The
figure includes the most frequently alleged violations only.

TOTAL ENFORCEMENT ACTIVITY?

e During 2024, the audit documentation standard was the most commonly alleged auditing
standard violation (45% of actions), but was alleged to have been violated in fewer actions
than in 2023 and 2022.

e Alleged violations related to audit committee communications increased for the second
straight year to 38% of total actions in 2024 (all brought by the PCAOB), up from 33% in
2023 and 7% in 2022. Six of the 15 actions in 2024 resulted from two related sweeps by the
PCAOB.»

e Violations related to critical audit matters (CAMs) were alleged in five actions in 2024 (all
brought by the PCAOB), up from four in 2023 (three by the PCAOB, one by the SEC).%®
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e For the second year in a row, 2024 saw a drop in matters alleging violations of the
supervision standard. The PCAOB alleged supervision violations in 6% of 2024 actions
involving auditing standards violations, down from 30% in 2022. Similarly, the SEC alleged
supervision violations in 33% of 2024 actions, down from 56% in 2022.

FIGURE 13: VIOLATIONS OF AUDITING STANDARDS ALLEGED IN INITIATED ACTIONS: PCAOB VS. SEC
(2024)
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Sources: https://www.sec.gov/page/litigation; https://pcaobus.org/oversight/enforcement.
Notes: Data are presented as a percentage of actions alleging one or more auditing or attestation standard violations. The
figure includes the most frequently alleged violations only.
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V. Sanctions in Finalized Enforcement Actions

A. Monetary Sanctions in Finalized Actions

1. For the Second Consecutive Year, PCAOB Penalties
Exceeded SEC Penalties

TOTAL ENFORCEMENT ACTIVITY
FIGURE 14: TOTAL MONETARY SANCTIONS IN FINALIZED ACTIONS AGAINST AUDITORS: 2018-2024
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Sources: https://www.sec.gov/page/litigation; https://pcaobus.org/oversight/enforcement.

e The PCAOB and SEC imposed $52.2 million in total monetary sanctions against auditors in
2024, an increase from $31.5 million in 2023. Monetary sanctions in 2024 were 2.5 times
the average of $20.6 million during the regulators’ prior administrations (2018-2021).

e In 2024, 93% of non-dismissed respondents were sanctioned with a monetary penalty, an
increase from 65% of respondents during the regulators’ prior administrations.
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e 2023 and 2024 are the only years in our sample in which the SEC imposed lower monetary
sanctions against auditors than the PCAOB.

e In 2024, the SEC brought 12% of the actions involving auditors and imposed 32% of the total
monetary sanctions. Under the Gensler administration, the SEC brought 39% of actions and
imposed 93% of the penalties.

e Trends in monetary sanctions are largely driven by the number and size of mega-
settlements (defined in this report as penalties greater than or equal to $10 million).
— There were seven mega-settlements in our sample.

— Excluding mega-settlements, total monetary sanctions in 2024 were $15.2 million,
almost 30% lower than 2023 levels subject to the same exclusions but nearly three
times the 2018-2021 average.

FIGURE 15: PCAOB AND SEC MEGA-SETTLEMENTS: 2018-2024

SEC or

Year PCAOB Monetary Sanction Type of Firm Violation Category

2019 SEC S50 million US GNF Ethics/Quality Control

2021 SEC $10 million US GNF Independence/Quality Control
2022 SEC $100 million US GNF Ethics/Quality Control

2022 SEC $20 million Non-US GNF Auditing Standards/Quality Control
2023 SEC $10 million US NAF Auditing Standards/Quality Control
2024 PCAOB $25 million Non-US GNF Quality Control

2024 SEC $12 million US NAF Auditing Standards/Section 10(b)

PCAOB ENFORCEMENT ACTIVITY

e The PCAOB imposed a historic level of penalties for the third consecutive year in 2024
($35.7 million), surpassing its prior records in 2023 ($20 million) and 2022 ($11 million).
PCAOB penalties in 2024 were also more than 23 times the 2018-2021 average ($1.5
million).

e The PCAOB imposed its largest fine ever in 2024 — charging a non-US Big Four firm $25
million for alleged exam cheating and misinforming investigators.?’
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e More than 70% of the roughly $95 million in penalties imposed by the PCAOB in its 20-year

enforcement history?® have been imposed during Chair Williams’ three-year tenure. Nearly

40% of total penalties imposed by the PCAOB in its history were imposed in 2024 alone.

FIGURE 16: PCAOB MONETARY PENALTIES: 2005-2024
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Sources: https://pcaobus.org/oversight/enforcement; https://pcaobus.org/about/annual-report.

e The PCAOB did not obtain any admissions from respondents in 2024. This was down from

both 2023 and 2022, when the regulator obtained full or partial admissions of charges from

three respondents in two actions and four respondents in four related actions, respectively.

e 98% of penalties imposed by the PCAOB in 2024 were imposed in the first half of the year.

In comparison, only 17% of total penalties for the year were imposed in the first half of

2023. The only other year in our sample in which the PCAOB imposed more fines in the first

half of the year was 2018, in which it imposed 54% of the annual total in the first six

months.

FIGURE 17: PCAOB PENALTIES IMPOSED EACH HALF YEAR: 2018-2024
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SEC ENFORCEMENT ACTIVITY

e Total monetary sanctions imposed by the SEC increased 44% to $16.5 million in 2024 from
$11.5 million in 2023, but remained 14% lower than the $19.0 million average during the
SEC’s prior administration (2018-2021).

e 85% of total fines imposed by the SEC in 2024 were imposed in one matter brought against
BF Borgers and its owner, Benjamin F. Borgers, during Q2 2024.%°

e No respondents in finalized SEC actions in 2024 admitted wrongdoing. Only one action in
our sample —a matter in 2022 — included an admission of the charges.

2. Mega-Settlements Drove Higher Firm Penalties in 2024

FIGURE 18: TOTAL MONETARY SANCTIONS IN FINALIZED ACTIONS AGAINST AUDIT FIRMS AND
INDIVIDUAL RESPONDENTS: 2018-2021, 2022, 2023 & 2024
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Sources: https://www.sec.gov/page/litigation; https://pcaobus.org/oversight/enforcement.

PCAOB VS. SEC ENFORCEMENT ACTIVITY
Firm Respondents

e Total monetary sanctions against firms in 2024 ($48.8 million) were 61% higher than in 2023
(530.3 million) — primarily driven by the imposition of two mega-settlements totaling $37
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million ($25 million imposed by the PCAOB and $12 million imposed by the SEC). In contrast,
there was only one mega-settlement in 2023, a $10 million fine imposed by the SEC.

e PCAOB monetary sanctions imposed on firms in 2024 totaled $34.4 million, more than 25
times the annual average fine imposed on firms under the PCAOB’s prior administration.

e The SEC’s total monetary sanctions of $14.4 million imposed on firms in 2024 was down
nearly 25% from the 2018-2021 average of $18.8 million.

e Maedian monetary sanctions brought by the PCAOB and SEC against firms in 2024 ($50,000)
were in line with 2023 and 2022 and twice the median during 2018-2021 ($25,000).

— The median fine imposed by the SEC on a firm ($265,000) in 2024 was more than 6.5
times higher than the median fine imposed by the PCAOB on a firm ($40,000).

e Fines were imposed on 93% of total firm respondents in settled or adjudicated actions in
2024. In comparison, 84% of firm respondents were fined under the regulators’ prior
administrations.

Individual Respondents

e PCAOB and SEC imposed monetary sanctions of $3.4 million on individual respondents in
2024, nearly three times the amounts imposed on individuals in each of the prior two years
and more than seven times the 2018-2021 average ($472,000).

— Nearly 60% of the total penalties imposed on individuals in 2024 were due to one
monetary sanction ($2 million) imposed on Benjamin Borgers, the owner of BF
Borgers.3°

— This penalty was more than 13 times larger than the next highest fine imposed on an
individual respondent by either regulator in our sample.

e The median monetary sanction imposed by the PCAOB and SEC against individuals in 2024
($50,000) was more than three times the median during 2018-2021 ($15,000).

e Fines were imposed on 93% of total individual respondents in settled or adjudicated actions
in 2024, up from an average of 54% during 2018-2021.

e |n 2024, the PCAOB and SEC disclosed that they rewarded a total of six firms for their
cooperation. Neither the SEC nor PCAOB discloses the amounts by which the fines are

reduced as a result of cooperation.
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FIGURE 19: MONETARY SANCTIONS IN FINALIZED ACTIONS AGAINST AUDIT FIRMS AND INDIVIDUAL
RESPONDENTS: 2018-2021, 2022, 2023 & 2024

Individual
2018\:::2 2023 2024 Zoz:rg::_ 2022 2023
Respondents 14.75 30 43 39 20.50 26 19 25
# of Respondents Fined 13.00 30 43 36 11.75 24 18 23
% of Respondents Fined 88% 100% 100% 92% 57% 92% 95% 92%
Max Fine $0.75M $4.00M $400M $25.00M $0.05M $0.15M $0.10M $0.15M
Average Fine $S0.10M $033M $0.45M $0.96 M $0.02M $0.04M $0.05M $0.06 M
Median Fine $0.02M $0.04M $0.05M $0.04M $0.01M $0.03M $0.05M $0.05M
$130M $10.02M $19.14M $34.41M $0.21M $1.01M $0.89 M $1.33M
SEC 201872024 2022 2023 2024 20182021 2022 2023 2024
Average Average
Respondents 6.75 9 6 9 15.75 19 19 11
# of Respondents Dismissed 1 2 1 8 7
# of Respondents Fined 5.00 6 4 7 8.00 6 9 4
% of Respondents Fined 74% 67% 80% 100% 51% 32% 82% 100%
Max Fine $50.00M $100.00M $10.00M $12.00M $015M  $003M  $009M  $2.00M
Average Fine $3.76 M $21.22M $2.78M $2.05M $0.03M $0.02M $0.04M $0.52M
Median Fine $0.10M $2.83M $0.55M $0.27M $0.02M $0.02M $0.03M $0.04M
$1878M $127.31M $11.13M $14.37M $0.26 M $0.14M $0.33M $2.10M
Combined 2018-2021 2022 2023 2024 2018-2021 2022 2023 2024
Average Average
Respondents 21.50 39 49 48 36.25 45 38 36
# of Respondents Dismissed 1 2 1 8 7
# of Respondents Fined 18.00 36 47 43 19.75 30 27 27
% of Respondents Fined 84% 92% 98% 93% 54% 68% 90% 93%
Max Fine $50.00M $100.00M $10.00M $25.00M $0.15M $0.15M $0.10M $2.00M
Average Fine S1.12M $3.81M $0.64 M $1.13M $0.02M $0.04M $0.05M $0.13M
Median Fine $0.03M $0.05M $0.05M $0.05M $0.02M $0.03M $0.04M $0.05M
$20.08M $137.33M $30.27M $48.78M $0.47M $1.15M $1.22m $3.43M

Sources: https://www.sec.gov/page/litigation; https://pcaobus.org/oversight/enforcement.

Notes: “% of Respondents Fined” is the number of respondents fined as a percentage of non-dismissed respondents. Average
and median fines exclude settlements without fines. In Q3 2024, the SEC dismissed proceedings against seven individual
accountants and two audit firms, presumably related to its Supreme Court loss in the Jarkesy matter. Individual respondent
data for 2024 excludes one respondent whose additional proceedings to determine civil penalties were terminated in 2024
after the SEC had already imposed nonmonetary sanctions in 2022. On June 2, 2023, the SEC dismissed proceedings against one
audit firm and eight individual auditors because of a control deficiency related to the separation of SEC enforcement and
adjudicatory functions.
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3. GNF Respondents Faced Higher Monetary Sanctions than
NAF Respondents

FIGURE 20: TOTAL MONETARY SANCTIONS IN FINALIZED ACTIONS AGAINST GNF VS. NAF
RESPONDENTS: 2018-2021, 2022, 2023 & 2024

($ Thousands) NAF: Other NAF: $10M+ W GNF: Other B GNF: $10M+
$160,000
$138,471
$140,000
$8,621 (6%)
$120,000 %9,850 (7%)
$100,000
$80,000
$60,000 $120,000 (87%) $52,206
$9,411 (18%)
$40,000 $20.549 $31,489 $12,000 (23%)
$7,719 (25%) $5,795 (11%)
$1,460 (7%
$20,000 080 (,. $10,000 (32%)
25,000 (48%
$15,000 (73%) $13,770 (44%) ° =
S0

2018-2021 Average 2022 2023 2024

Sources: https://www.sec.gov/page/litigation; https://pcaobus.org/oversight/enforcement.

TOTAL ENFORCEMENT ACTIVITY

GNF vs. NAF Respondents
e 59% of the $52.2 million in total monetary sanctions imposed in 2024 were imposed on GNF

respondents, up from 44% in 2023 but down substantially from 93% in 2018—2021.

e Forthe second year in a row, all monetary sanctions imposed on GNF respondents in 2024
were imposed by the PCAOB.

e The $30.8 million in monetary sanctions imposed on GNF respondents in 2024 was more
than double the 2023 level (513.8 million) and up 61% from the 2018-2021 average (519.1
million).

e The $21.4 million imposed on NAF respondents in 2024 was roughly 14 times the annual
average imposed on NAF respondents during 2018-2021.

—  S$14 million — more than 65% of total monetary sanctions imposed on NAF respondents
— resulted from the SEC’s action against BF Borgers on May 3, 2024.3!
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FIGURE 21: MONETARY SANCTIONS IN FINALIZED ACTIONS AGAINST GNF VS.
2018-2021, 2022, 2023 & 2024

GNF

2018-2021 Average

NAF

NAF RESPONDENTS:

Respondents 10.50 25.00 26 30 15 47 14 50
# of Respondents Fined 7.25 17.00 24 30 15 46 14 45
% of Respondents Fined 69% 68% 92% 100% 100% 98% 100% 90%
Max Fine $0.75M $0.45M $4.00M $0.20M $4.00M $3.00M $25.00M $2.00M
Average Fine $0.14 M $0.03M $0.41M $0.04 M $0.92M $0.14 M $2.20M $0.11M
Median Fine $0.03M $0.02M $0.07M $0.03M $0.05M $0.05M $0.06 M $0.04M
$1.00M $0.51M $9.85M $1.18M $13.77M  $6.26 M $30.80M $4.95M
66% 34% 89% 11% 69% 31% 86% 14%
SEC NAF GNF NAF GNF NAF GNF NAF
Respondents 9.00 13.50 2 26 1 24 1 19
# of Respondents Dismissed 1 1 8 1 8
# of Respondents Fined 4.50 8.50 2 10 13 11
% of Respondents Fined 50% 63% 100% 38% n/a 81% n/a 100%
Max Fine $50.00 M $1.50M $100.00 M $3.75M $0.00M $10.00M $0.00M $12.00M
Average Fine $4.02M $0.11M S 60.00 M $0.74M $0.00 M $0.88M $0.00 M $1.50 M
Median Fine $0.10M $0.03M $60.00 M $0.03M $0.00M $0.03M $0.00M $0.08M
$18.09M $0.95M $120.00M $7.45M $0.00M $11.46M $0.00M $16.47 M
95% 5% 94% 6% 0% 100% 0% 100%
Combined (c]\']3 NAF GNF NAF GNF NAF GNF NAF
Respondents 19.50 38.50 28 56 16 71 15 69
# of Respondents Dismissed 1 1 8 1 8
# of Respondents Fined 11.75 25.50 26 40 15 59 14 56
% of Respondents Fined 60% 66% 93% 71% 100% 94% 100% 92%
Max Fine $50.00 M $1.50M $100.00 M $3.75M $400M $10.00M $25.00M $12.00M
Average Fine $1.62M $0.06 M $4.99 M $0.22M $0.92M $0.30M $2.220M $0.39M
Median Fine $0.05M $0.02M $0.08M $0.03M $0.05M $0.05M $0.06 M $0.05M
$19.09M $1.46M $129.85M $8.62M $13.77M $17.72M $30.80M $21.41M
93% 7% 94% 6% 44% 56% 59% 41%

Sources: https://www.sec.gov/page/litigation; https://pcaobus.org/oversight/enforcement.

Note: “% of Respondents Fined” is the number of respondents fined as a percentage of non-dismissed respondents. Average
and median fines exclude actions without fines. In Q3 2024, the SEC dismissed proceedings against one GNF and eight NAF
respondents, presumably related to its Supreme Court loss in the Jarkesy matter. NAF respondent data for 2024 excludes one
respondent whose additional proceedings to determine civil penalties were terminated in 2024 after the SEC had already
imposed nonmonetary sanctions in 2022. On June 2, 2023, the SEC dismissed proceedings against one GNF and eight NAF
respondents because of a control deficiency related to the separation of SEC enforcement and adjudicatory functions.
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4. Non-US Respondents Faced Higher Monetary Sanctions
than US Respondents

FIGURE 22: TOTAL MONETARY SANCTIONS IN FINALIZED ACTIONS AGAINST US AND NON-US
RESPONDENTS: 2018-2021, 2022, 2023 & 2024

($ Thousands) mNon-US: Other  m Non-US: $10M+ US: Other = US: $10M+
$160,000
$138,471
$140,000
$9,790 (7%)
$120,000 $20,000 (14%)
$100,000 SEL I
$80,000
$52,206
$60,000 $3,960 (8%)
$100,000 (72%) ¢
$40,000 31,489 .
$20,549 $25,000 (48%)
$1,726 (8%)
$20,000 o
: IR $11,246 (22%)
s $15,000 (73%) $10,000 (32%) $12,000 (23%)
2018-2021 Average 2022 2023 2024

Sources: https://www.sec.gov/page/litigation; https://pcaobus.org/oversight/enforcement.
Note: Percentages may not sum to 100% due to rounding.

TOTAL ENFORCEMENT ACTIVITY

US vs. Non-US Respondents

e 45% of total monetary sanctions in 2024 were imposed against US respondents, continuing
the downward trend from 54% in 2023, 78% in 2022, and 92% during the regulators’ prior
administrations.

*  69% of the penalties imposed on US respondents in 2024 were imposed by the SEC, down
from 96% during 2018-2021.

e Of the total fines imposed on non-US respondents in 2024, 99% were imposed by the
PCAOB, up from 42% during 2018-2021.

— 80% of total PCAOB penalties were imposed on non-US respondents in 2024. In
comparison, during 2018-2021, 48% of the total PCAOB penalties were imposed on
non-US respondents.
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FIGURE 23: MONETARY SANCTIONS IN FINALIZED ACTIONS AGAINST US AND NON-US RESPONDENTS:
2018-2021, 2022, 2023 & 2024
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Average Fine

Median Fine

19.50
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$50.00M
$1.57M

$0.03M
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3.00

1.50
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$2.01M
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$1.00M
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1
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41%
$100.00M
$9.77M

$0.03M
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84%

1
100%
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$0.04M
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100%
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8
100%
$12.00M
$2.02M

$0.41M

$16.16 M
98%

100%
$0.27M
$0.10M

$0.03M
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Respondents

# of Respondents Dismissed
# of Respondents Fined

% of Respondents Fined
Max Fine
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Median Fine

43.50

26.75
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$0.70M

$0.02M
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14.50
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$0.16 M

$0.02M

$1.73 M
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Sources: https://www.sec.gov/page/litigation; https://pcaobus.org/oversight/enforcement.

Note: “% of Respondents Fined” is the number of respondents fined as a percentage of non-dismissed respondents. Average
and median fines exclude actions without fines. In Q3 2024, the SEC dismissed proceedings against nine US respondents,
presumably related to its Supreme Court loss in the Jarkesy matter. US respondent data for 2024 excludes one respondent

whose additional proceedings to determine civil penalties were terminated in 2024 after the SEC had already imposed

nonmonetary sanctions in 2022. On June 2, 2023, the SEC dismissed proceedings against nine US respondents because of a

control deficiency related to the separation of SEC enforcement and adjudicatory functions.
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B. Nonmonetary Sanctions in Finalized Actions

FIGURE 24: NONMONETARY SANCTIONS IMPOSED ON INDIVIDUALS AND FIRMS IN 2024 FINALIZED
ACTIONS: PCAOB VS. SEC

Individual Respondents Firm Respondents

Censure 100%
92%
Censure
Independent Monitor/Consultant
Undertaking for Reinstatement Only .
Cease & Desist
Cease & Desist Undertakings
75%
" : 3%
Undertakings for Reinstatement Only 0%
\ Bar: 1-2 years )
Bar: 3 years + 15%
29%
Bar: 3 years + Bar: 1-2 years 639?
Professional Education Required % 21%
Professional Education Required H PCAOB 2024
Limit Activities 0%14% mSEC 2024
Limit Activiti
{mit Activities Required to Comply with Policies 0% 23%

Sources: https://www.sec.gov/page/litigation; https://pcaobus.org/oversight/enforcement.

Notes: Figures are a percent of respondents sanctioned. “Bars” include suspensions, revocations of registrations, and denials of
privileges of appearing. “Undertakings” are commitments or promises made by a party to take specific actions or refrain from
certain activities to address the issues raised in the enforcement proceedings. A sanction is considered to be an “undertaking” if
the word “undertake” or “undertaking” is included in the sanction language and excludes undertakings that are only required if
the respondent applies for reinstatement (these sanctions are captured separately as “undertakings for reinstatement only”).

TOTAL ENFORCEMENT ACTIVITY

e 72% of individual respondents in settled or adjudicated actions were barred or suspended in
2024, down from 90% in 2023.

e 20% of firms established and implemented changes to their policies and procedures prior to
the imposition of sanctions in 2024, up from 10% in 2023.

e The PCAOB and SEC imposed an independent monitor or consultant on firm respondents in
five actions in 2024, down from seven actions in 2023.32
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VI. Looking Forward: Our Predictions for 2025
and Beyond

Trump 2.0 will have significant implications for PCAOB and SEC enforcement in and after 2025,
with expected overhauls of leadership at both the SEC and PCAOB.

In December, then-President-Elect Donald Trump nominated Paul Atkins (who formerly served
as a Commissioner during 2002—2008) to replace SEC Chair Gary Gensler.33 The Wall Street
Journal has referred to Mr. Atkins as the “Anti-Gensler,”3* and Politico commented that Mr.
Atkins has “sharply criticized what he considers to be heavy-handed policymaking for the last
two decades” and is an “outspoken critic of everything from the reform measures enacted in
the wake of the 2008 financial crisis to corporate penalties to climate-related disclosures.”3®

As of the issuance of this report, Mr. Atkins’ confirmation hearing has not yet been scheduled.
Once confirmed, Mr. Atkins is generally expected to scale back aggressive SEC enforcement
practices, focus on protecting retail investors, create a more predictable regulatory
environment for digital assets,3® and — specifically relevant to accounting and audit issues —
continue to focus the SEC’s enforcement efforts on systemic audit failures, fraudulent revenue
recognition, and egregious disclosure violations.

Mr. Atkins is also a known critic of the PCAOB.3” Under Mr. Atkins, a Republican-led SEC will
likely overhaul the PCAOB’s leadership for the third time since 2017, with new board members
who will take a less aggressive stance on enforcement.

Industry participants are also preparing for the possibility that the Trump administration’s
Department of Governmental Efficiency (DOGE) might shut down the PCAOB altogether or
integrate it into the SEC — a move previously supported by Mr. Atkins.38

We expect that the combination of Trump 2.0 and ongoing constitutional challenges (Jarkesy
and Doe vs. PCAOB matters) will bring a sea change in auditor enforcement activity. Below, we
discuss specific predictions.
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A. The PCAOB and SEC Will Revert to a Focus on
Individual Accountability

Prior to the Williams/Gensler administrations, both the PCAOB and SEC brought actions against
more individual auditors than against audit firms.

Under Chair William’s and Chair Gensler’s leadership, however, both regulators have placed a
relatively higher focus on charging firms than individuals. For example, the SEC has charged
relatively fewer individuals and relatively more firms under Mr. Gensler’s leadership than under
the SEC’s prior administration. We see a similar trend at the PCAOB. Indeed, under Chair
Williams, PCAOB actions involving firm respondents outnumbered actions involving individuals
more than two to one.

Under Chair Atkins, we expect to see enforcement by both regulators revert back to a focus on
individual accountability. For the PCAOB, the amendment to PCAOB Rule 3502, which dropped
the liability bar for individuals who “contributed to a firm’s violation” from “reckless” conduct

to “negligent” conduct, could facilitate such efforts (see Section Il.B.1: Expanding Contributory
Liability).

FIGURE 25: PERCENT OF INITIATED ACTIONS INVOLVING INDIVIDUAL AND FIRM RESPONDENTS:
WILLIAMS/GENSLER ADMINISTRATIONS VS. PRIOR ADMINISTRATIONS

H Prior Administrations B Gensler/Williams Administrations
100%
PCAOB
90%
( \ '4 Y
80%
70%
60%
50%
40%
0%
30% :
20%
10%
0% — —
Individuals Firms Individuals Firms

Sources: https://www.sec.gov/page/litigation; https://pcaobus.org/oversight/enforcement.
Note: An action may charge individual respondents, firm respondent(s), or both.
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B. Penalties Will Fall and Become More Predictable

SEC

In a departure from historical practice, the SEC under Chair Gensler sought to increase
enforcement penalties when prior penalties related to the same type of misconduct had not
been sufficient to achieve the intended deterrent effect.3? This resulted in record or near-
record financial remedies in each of the last three fiscal years.*°

Under Mr. Atkin’s leadership, we predict a significant reduction in monetary sanctions and a
return to a more predictable determination of penalties, perhaps akin to a framework on
financial penalties articulated by the SEC nearly two decades ago, during Mr. Atkin’s prior stint
as a Commissioner.*!

PCAOB

Though as of the issuance of this report, the PCAOB — with the Williams administration still in
place — has imposed $3.45 million in penalties (through the end of February 2025), we expect a
change in leadership and Jarkesy-related fallout to dampen PCAOB penalties significantly after
three consecutive years of record penalties.

e Based on changes in PCAOB leadership alone, we expect a significant decline in penalties.

— During the first Trump administration, under Chair Duhnke’s leadership, total penalties
averaged approximately $1.5 million each year. In comparison, penalties averaged $22
million per year — nearly 15 times higher — under Chair Williams.

e The Jarkesy ruling and the Doe matters raise constitutional questions about PCAOB’s ability
to impose penalties and may already be having a dampening effect.

— Although it is unclear what drove the change, we note that penalties imposed by the
PCAOB post-Jarkesy have been significantly muted. Despite bringing a third of its 2024
actions after the June 2024 Jarkesy decision, only 2% of its penalties for the year were
imposed post-Jarkesy.
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C. Areas of Focus

1. Crypto-Related Enforcement Matters Involving Auditors
Will Rise

Consistent with President Trump’s pledge to make the United States the “crypto capital of the
planet,”4? the SEC is expected to be less aggressive in its crypto-related enforcement under the
leadership of Mr. Atkins, a cryptocurrency advocate.

“Friendlier regulation” of the crypto markets will undoubtedly reduce certain types of crypto-
related enforcement activity — e.g., actions related to unregistered securities offerings.
However, we anticipate that an increased use of cryptocurrencies will result in increased levels
of crypto-related fraudulent activity. We also expect a return to a “fraud-based focus” on
enforcement® and, thus, more enforcement activity involving crypto-related fraudulent
activities. Indeed, the SEC announced on February 20 the creation of the Cyber and Emerging
Technologies Unit (CETU) “to focus on combatting cyber-related misconduct and protect retail
investors from back actors in the emerging technologies space.” CETU has identified “fraud
involving blockchain technology and crypto assets” among its priority areas.**

Auditors are particularly susceptible to such actions due to their requirement under AS 2401,
Consideration of Fraud in a Financial Statement Audit, to consider fraud in planning and
performing the audit.*

2. PCAOB-Registered Firms in the PRC and Hong Kong Will
Remain a Priority

As we discussed in last year’s report, “2023 Enforcement Activity Involving Auditors,” for the
first time in its history, the PCAOB obtained full access in August 2022 to inspect PCAOB-
registered firms in the PRC and Hong Kong. This access allowed the PCAOB unprecedented
“sole discretion to select the firms, audit engagements, and potential violations it inspects and
investigates — without consultation with, nor input from, PRC authorities.”4®

As a result of its inspection access, the PCAOB brought five actions against PRC or Hong Kong-
based firms or individuals by year-end 2024.

Given the Trump administration’s efforts during the President’s first term to pressure PRC
authorities into allowing inspections of PRC-based accounting firms,%” Mr. Trump’s vows to take
a more aggressive approach towards China during his second term,*® and his recent executive
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order giving the White House greater power over independent regulatory agencies such as the
SEC,*° President Trump may view enforcement against Chinese firms (including Chinese audit
firms) as another tool in US-China relations toolbox.

3. We Will See Fewer “Firsts”

The Williams and Gensler administrations have touted the expanded reach of the PCAOB and
SEC’s respective enforcement efforts.

Under Chair Williams, the PCAOB highlighted a number of enforcement “firsts” in its annual
reports, including bringing the PCAOB’s “first action for failure to supervise personnel under
Section 105(c)(6) of the Sarbanes-Oxley Act,” “imposing the PCAOB’s first sanctions for failing to
supervise an unregistered firm,” and “imposing the PCAOB's first-ever sanctions related to

membership in an accounting alliance.” >°

SEC enforcement, under Chair Gensler, has been criticized for pushing the envelope by
introducing novel legal theories and engaging in “rulemaking by enforcement.”

We expect that, under Mr. Atkins, the SEC and an overhauled PCAOB will focus on more
traditional enforcement priorities, such as financial fraud and straightforward violations of SEC
and PCAOB rules, with a decreased likelihood of novel legal theories, rulemaking by
enforcement, and first-of-their-kind enforcement actions.

The extent to which these predictions materialize in 2025 or the following years remains to be
seen. We will continue to follow developments in enforcement activity against auditors in mid-
year and annual updates to this report.
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VII. Appendix: Defined Terms

Auditing standards violation

Auditors

Bar

Ethics or independence
violation

Failure to supervise violation

Finalized action

Global networks

Global network firm (GNF)

GNF respondent

Individuals associated with a
public accounting firm

Initiated action

Mega-settlement

Monetary sanctions

NAF respondent

Non-affiliated firm (NAF)

B Brattle 2024 Enforcement Activity Involving Auditors

Violation of PCAOB Rule 3200, a specific AICPA or PCAOB auditing
standard, and/or an AICPA attestation standard. Excludes actions in which
the only alleged violation relates to a QC standard.

Public accounting firms and individuals associated with public accounting
firms.

Includes bars, suspension, revocation of registration, or denial of privilege
of appearing.

Violation of PCAOB Rule 3500T, PCAOB Rules 3520-3526, and/or Rule 2-01
of Regulation S-X. Excludes actions solely alleging violations of QC
standards related to ethics or independence.

Violation of SOX 105(c)(6).

Includes settled, adjudicated, and dismissed actions. Most settled actions
are initiated and finalized on the same day.

The six large global networks identified by the PCAOB are: BDO
International Limited, Deloitte Touche Tohmatsu Limited, Ernst & Young
Global Limited, Grant Thornton International Limited, KPMG International
Cooperative, and PricewaterhouseCoopers International Limited.>?

A firm that is a member of one of the six large global networks identified
by the PCAOB.

A firm or individual respondent that is associated with a GNF.

Professionals employed by a public accounting firm. Includes auditors and
non-auditors involved with audit-related issues (e.g., tax preparers and
attorneys in matters alleging independence violations).

The first action related to a particular matter. Most actions are initiated
and finalized on the same day.

Monetary sanctions greater than or equal to $10 million.

Civil money penalties. For SEC actions, also includes disgorgement and pre-
judgment interest. For actions in which the PCAOB or SEC impose joint and
several penalties upon an individual and a firm, our analysis allocates half
of the monetary sanction to the individual and half to the firm.

An individual or firm respondent that is not associated with a GNF.

A firm that is not identified as a GNF.
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Non-cooperation violation For PCAOB actions, violation of PCAOB Rules 4006 and/or 5110.

Firm respondents headquartered outside the United States or individual
Non-US respondent respondents associated with a firm headquartered outside of the United
States.

All settled and adjudicated disciplinary orders available at

el el e https://pcaobus.org/oversight/enforcement/enforcement-actions.

Any proprietorship, partnership, incorporated association, corporation,

Public accounting firm limited liability company, limited liability partnership, or other legal entity
that is engaged in the practice of public accounting or preparing or issuing
audit reports.

Violation of PCAOB Rule 3400T and/or a specific PCAOB or AICPA quality

Quality control (QC) violation control standard.

Proxied by 2018-2021.

For the SEC, former Chair Jay Clayton served from May 2017 to December
Regulators’ prior (2.

administrations
For the PCAOB, former Chair William D. Duhnke Ill served from January

2018 to June 2021.

A requirement for a firm to comply with revised policies and procedures
Required to comply with that were established by the firm to address the deficiencies addressed in
policies the enforcement action prior to the imposition of sanctions by the
regulator.

Registration or reporting For PCAOB actions, violation of PCAOB Rules 2100, 2200, 2201, 2202, 2203,
violation and/or 3211.

Individuals and/or firms listed as respondents in PCAOB and SEC

Respondents administrative proceedings or defendants in SEC civil actions.
SEC enforcement actions involving respondents that are public accounting
. firms or individuals associated with a public accounting firm, available at
SEC actions . N .
https://www.sec.gov/litigation/litreleases or
https://www.sec.gov/divisions/enforce/friactions.
s PCAOB investigations of multiple firms simultaneously for the same

potential violation.

A commitment or promise made by a party to take specific actions or
refrain from certain activities to address the issues raised in the
enforcement proceedings. In this report, a sanction is considered to be an
“undertaking” if the word “undertake” or “undertaking” is included in the

Undertaking sanction language and excludes undertakings that are only required if the
respondent applies for reinstatement (these sanctions are captured
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requirements to comply with policies and procedures that were revised
prior to the imposition of sanctions.
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