




First it was the Big Eight US (and 
increasingly global) accounting and 
auditing giants. Then there were 

the mergers that produced the Big Five fol­
lowed by the spectacular collapse of the 
Arthur Andersen partnership. Suddenly it 
was down to the Big Four: KPMG Interna­
tional, PricewaterhouseCoopers, Ernst & 
Young, and Deloitte Touche Tohmatsu. But 
if we add in BDO International and Grant 
Thornton for a new agglomeration of inter­
ests, we have a global "Big Six." 

A shrink from eight to four firms surely 
has an impact on auditor competition. Given 
the size of smaller competitors, the next 
half dozen or more auditing firms would have 
to combine to create a Big Five in the United 
States. And what would happen if one of the 
remaining Big Four were to go out of busi­
ness (perhaps due to a major class action 
lawsuit, a dramatic government investiga­
tion, or a stampede of partners away from 
the core operations)? Arthur Andersen's 
overseas partnerships quickly determined 
their own fate as the Enron financial col­
lapse cast dark shadows over the global 
indus t ry giant; l i terally overnight the 
Chicago-based, venerable old practice shut 
its doors. 

It is difficult to predict the dire results 
of a Big Four failure. Suggestions are cur­
rently being offered from several parties on 
how to bulletproof today's auditing indus­
try in the United States. Conrad Hewitt, 
chief accountant of the Securit ies and 
Exchange Commission (SEC), among other 
people, has advanced the idea that the US's 
Big Four should be shielded from legal lia­
bility if their corporate audit clients suf­
fer financial scandals. Speaking early this 

year at a Northwestern Uni­
versity legal conference, 
Mr. Hewitt expressed clear 
concern about the poten­
tial of auditor liability's 
spinning out of control and 
causing the collapse of one 
(or more) of the Big Four. 
"It's a concern to us if 
something should happen 
to any of the four firms," he 
said. "Something can be 
done, and should be done, 
for the accounting profes­
sion" in order to limit expo­

sure to lawsuits.1 He apparently did not 
add for the audience of lawyers,". . . in the 
litigation-prone environment that exists 
in the United States today." 

In a later public speech Chief Accoun­
tant Hewitt called for input from the Finan­
cial Accounting Standards Board (FASB), 
the Public Company Accounting Oversight 
Board (PCAOB), the American Institute of 
Certified Public Accountants (AICPA),and 
the executive professional organization, 
Financial Executives Institute (FEI). There 
already is input in circulation from the 
giants of the global public company audit­
ing industry. The debate has begun. 

The global Big Six look to the future 
While there are the Big Four in the United 
States, there are six large global auditing 
firms with the following similar interests: 
the continued economic well-being of the 
auditing profession; the reliability of the 
auditing process; the evolvement of audit­
ing standards that are relevant to market 
players; the need to change as operating 
conditions change (for example, as local 
economies become more globalized); and 
the protection of the auditing industry's 
reputation. Headline risk is ever present; 
recall the nasty headlines surrounding 
Andersen's collapse and the links to Enron 
et al. 

Combining forces, the global Big Six in 
November 2006 issued sweeping recom­
mendations in their collaborative report, 
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"Global Capital Markets and the Global 
Economy: A Vision From the CEOs of the 
International Audit Networks." The publi­
cation was designed to put ideas on the 
table for a broad public dialogue and to 
position the auditing industry squarely in 
the center of the debate. The timing was per­
fect: Even as the auditors prescribed solu­
t ions and the way forward, the 
anti-Sarbanes-Oxley movement was being 
launched in the US. 

There is one question posed in the report 
that hangs in the air over public discourse 
on the next steps in public company audit­
ing: Have the recent changes in auditing 
delivered benefits outweighed by the costs? 

The CEOs' report frames a public-pol­
icy debate on how the core needs of the 
capital markets can be fully met to bene­
fit all stakeholders, in the short term and 
longer term. These core values include 
defining and addressing such issues and 
concerns as the following: 
• Investors' need for timely, useful, and 

nontraditional information, along 
with new business reporting models 
capable of delivering this information; 

• The roles of key players (including 
preparers, public policymakers, regu­
lators, investors, and auditors); 

• The vitality of the auditing profession 
and an environment with lower barri­
ers for entry or growth in order to 
provide more choice; 

• The potential for collusive financial 
fraud; and 

• Business and financial information 
that is reported and audited according 
to globally consistent standards. 
As national economies become more 

complex and global, and technological 
advances continue to affect capital flows and 
trade,"information" takes on more impor­
tance. Change is occurring rapidly; the con­
tinuing globalization of capital markets 
affects corporate financial reporting in sev­
eral ways: 
• The value of an enterprise is being 

determined in the marketplace by var­
ious intangible assets — such as 
employee loyalty, or relationships with 
suppliers — that are currently not con­
sistently reported by corporations. 

• Billions of people around the globe 
have the ability to access information 

simultaneously, while "owners" 
(investors in an enterprise) have to 
wait weeks and even months for cor­
porations to publish their data (on a 
quarterly, semiannual, or even an 
annual basis). 

• Dramatic advances in technology can 
enable financial reporting that is cus­
tomized by the user (though most 
financial reporting remains one-size-
fits-all). 
These issues must be addressed in the 

future. The forces reshaping nat ional 
economies and driving global standard­
ization are also driving the need to trans­
form the kind of information stakeholders 
want from issuers. 

As the customization of financial data 
increases, long-standing "standard" finan­
cial statements may become less mean­
ingful and even less relevant. The future 
relevance of auditing in the new environ­
ment, the Big Six note, will lie in the need 
to verify the process by which company-
specific information is collected, sorted, 
and reported. Will it be reliable? Relevant 
to investor decision making? Disclosed in 
real time? 

As companies operate more frequently 
in multiple countries and across the con­
tinents, and investors spread their capital 
across national borders, will tomorrow's 
reporting and auditing be compiled, clas­
sified, reported and audited in a consis­
tent manner across countries? 

The importance of public company 
auditing 
Which brings us back to the important 
miss ion of publ ic company aud i t ing . 
Enlightened self-interest is a wonderful 
thing, according to Adam Smith. A cynic 
could say that the auditors are of course 
going to prescribe remedies and long-
term solutions that fit their own needs 
and seek relief from the many reforms 
enacted since the s tar t of the twenty-
first century. In any game, it is the play­
ers who ultimately control the playing 
field and set the rules or bend the rules 
according to their needs. The account­
ing indust ry giants are indeed crit ical 
players in the effort to rebuild public 
and investor trust in the global capital 



markets and so their collective will surely 
shape the global debates underway on 
accounting oversight. 

The firms' leaders know that the mis­
takes and missteps of recent years cast a dark 
pall over the auditing profession. In light 
of this, auditing firms must be seen as lead­
ers in facil i tat ing posit ive change and 
addressing the needs of the stakeholders. 
The Big Six authors challenged their indus­
try and others to address these barriers: 
• Stakeholders need to address the 

expectations misalignment that now 
exists among companies, regulators, 
public policymakers, the media, and 
the auditing profession. The report 
discusses the "expectations gap" that 
exists concerning the ability of audi­
tors to uncover material fraud at a rea­
sonable cost. Just what are the 
reasonable expectations of an outside 
auditor's detecting deliberate corpo­
rate fraud? 

• The auditing profession needs to 
develop new talent and a broader 
range of expertise in order to deliver 
consistent high-quality auditing ser­
vices, which will entail significant 
investment in human resources and 
technology and the development of 
fair-value models and models for 
expanded disclosure. 

• The legal and regulatory impediments 
that adversely affect public companies 
and audit professionals must be 
reviewed and dealt with. Regulatory 
regimes can make it more costly for 
companies to do business, and 
increased liability risk tends to inhibit 
issuers from reporting the kinds of 
nonfinancial (intangible) and for­
ward-looking information stakehold­
ers find valuable. Clearly, the 
Sarbanes-Oxley reform era has created 
numerous challenges for all capital 
market players, and its influence is 
spreading quickly to other continents. 
Specific short-term steps. For the short-

term, the global Big Six CEOs set forth a "con­
vergence" process that would include first 
steps in a journey towards long-term suc­
cess in achieving consistency in business 
reporting standards, audit standards, and 
enforcement of audit standards necessary 
in a global economy (and, at lower cost to 

issuers). These short-term steps include 
completing the ongoing effort by the Inter­
national Accounting Standards Board (IASB) 
and the FASB to harmonize differences 
between international and American report­
ing standards. 

Many players in the US would have to 
agree that changes are necessary in the 
FASB's and SEC's rule-making processes 
as well as in the rules-based philosophy 
underpinning American accounting and 
financial repor t ing. Future accounting 
s t anda rds should be p r inc ip les -based 
(the FASB is a rules-based framework). 
Such an approach could include the devel­
opment and acceptance of a global report­
ing model. Provisions of the newly applied 
Internat ional Financial Reporting Stan­
dards (IFRS) would have to be accepted 
as well by US policymakers , self-regu­
la t ing o r g a n i z a t i o n s , and o t h e r s . In 
December 2006, the members of the FASB 
agreed to forward staff comments to the 
IASB for review; this is part of the joint 
board effort to harmonize international 
rules with US rules beginning with inte­
grating the balance sheet, income state­
ment , and cash-f low s t a t emen t with 
similar subsect ions in each. A process 
may be launched leading to a conver­
gence of national audit s tandards , uti­
l izing the In t e rna t iona l S tandards on 
Auditing (ISA) developed with the over­
sight of the Public Interest Oversight 
Boards (PIOB) of the Internat ional Fed­
eration of Accountants (IFAC). This could 
lead to the development of a single set of 
global audit s tandards . 

Longer-term measures. Looking toward 
the distant horizon, the Big Six agree that 
the current systems of business and finan­
cial reporting need to — and will—change, 
moving toward the public release of timely 
and customizable financial and nonfinan­
cial data. The leaders of the global audit­
ing industry committed themselves to the 
following: 
• Work with corporate issuers, 

investors, regulators, and other capital 
markets participants to develop new 
models, including ways to disseminate 
a broad array of company information 
to users "in a manner more suited to 
the Internet age than the traditional 
quarterly and annual reports."2 



• Attract and retain — through market-
based incentives and improvements in 
the workplace environment—individ­
uals with broad training in multiple 
disciplines (accounting, IT, finance, 
tax, general business) to deal with the 
complexities of the global business 
environment. This includes improving 
accounting degree curricula and 
investment in continuous training. 

• Evaluate and address the legal restric­
tions on the scope of services that can 
be provided by audit networks while 
assuring auditor independence. 
Closing the e x p e c t a t i o n s gap on fraud 

detect ion . The g lobal Big Six r epo r t 
explored the "expectations gap" regard­
ing fraud detect ion: "Perhaps no single 
issue is the subject of more confusion, yet 
is more important , than the nature of the 
obligation of auditors to detect fraud — 
or intentional material misstatement 
of financial information by public com­
panies."3 What can be done to close the 
gap? One of the report's ideas was that all 
par t ies engaged in business repor t ing 
establish policies and practices for pre­
venting and detecting fraud. In addition, 
there needs to be a constructive dialogue 
among investors, company stakeholders, 
policymakers, and audit professionals on 
a global basis to address the expectations 
gap and to develop ways of work ing 
together to prevent fraud. 

The report also set forth a few options 
addressing the expectations gap in fraud 
detection. 
• All public companies could be subject 

to a forensic audit on a regular basis — 
an aggressive, costly, and intrusive 
way of rooting out fraud. It was sug­
gested that such an audit could occur 
every three to five years. 

• Alternatively, public companies could 
be subjected to forensic audits on a 
random basis, which would be less 
onerous and less costly. 

• There could be "more choice" in the 
intensity of audits, perhaps by letting 
shareholders decide on the intensity of 
company audits (it is in their inter­
ests, after all, that audits are con­
ducted). Or perhaps boards could 
decide on the level of fraud-detection 
intensity. Employees and executives 

may be less inclined to commit fraud 
if it is known that an intense audit 
could be ordered at any time, the 
argument goes. 
Offering more opt ions . While arguing in 

the report for a more auditor-friendly oper­
ating environment — such as by reducing 
or eliminating liability, creating and apply­
ing uniform regulations, liberalizing and har­
monizing national accounting rules — the 
global Big Six concede that there are con­
cerns today about auditor concentration, 
especially among leaders in the larger mar­
ket capitalization corporate community. 

But, the firms argue, there is "vigor­
ous competition in our profession," and 
"much greater choice among auditors for 
companies in the middle-to-lower ranges 
of market capitalization in virtually all 
capi tal marke t s . . . ."* Looking to the 
future, "market-based actions" could fos­
ter more choice for small- and mid-cap 
firms. Carefully addressing the need for 
"more choice" and less concen t ra t ion 
within the global auditing industry, the 
authors suggested the following: 

• Audit firms should be encouraged to 
communicate their capabilities and 
target markets; 

• Regulators should publicize the audit 
capabilities of other firms; and 

• Corporate audit committees should be 
more attuned to other firms' capabili­
ties. 

The brave new world of corporate 
reporting 
And what should the brave new world of cor­
porate financial reporting be like in the 
future? What changes are in store for issuers? 
The report offers these projections: 
• New and already established interna­

tionally accepted conventions should 
encourage the verification of quantita­
tive (financial) and qualitative infor­
mation issued by corporations in 
well-established formats on a regular 
basis. Verification should be possible 
across national boundaries. 

• We could work towards enabling users 
of company data to customize the 
information they want in the way they 
want. 



• "Timely disclosure" would take on a 
new meaning if investors were able to 
decide when to view financial infor­
mation rather than wait for traditional 
company filings. 

• The global extensible Business 
Reporting Language (XBRL) move­
ment and possibly other technologies 
may revolutionize issuer disclosure 
and the ultimate uses of what is dis­
closed (or uncovered). Note that the 
SEC recently committed to a $50+ mil­
lion investment to create Electronic 
Data-Gathering, Analysis, and 
Retrieval (EDGAR) filings in XBRL 
formats. 

• The current discrepancy between 
"book" and "market" values of many 
public companies will change and in 
the process underscore the limited 
usefulness of today's statements of 
assets and liabilities. 

• A wide range of intangible data that 
now drive company performance will 
take on greater importance for capital 
market players. 
The new models that emerge should be 

driven by what investors and users of com­
pany information want, according to the 
global Big Six, and should reflect both 
intangible and traditional measurements 
of management performance. Corporate 
management will have powerful incentives 
then to manage enterprises in ways that 
benefit shareholders, employees, customers, 
and the wider economies in which they 
conduct business. 

Conclusion 
What are the benefits to society of new 
report ing models, as prescribed or envi­
sioned by this report? Beginning with 
the acknowledgment that "we will be the 
first to admit how difficult it is to fore­
cast," history shows us that every major 
innovation — electricity, the automobile, 
pe r sona l computer , e t c .—produced 
changes that would have been difficult 
or impossible to predict at the outset . 
"We expect the same thing to happen with 
the coming revolution in business report­
ing."5 These changes can be gl impsed 
even now: 

• It's a given that more efficient markets 
can emerge with better information 
about public companies; information 
that is disclosed more frequently and 
in user-friendly formats will improve 
the ability of investors to assess the 
value of a company, which will 
encourage investment and better 
direct capital flows. 

• Markets will become more efficient 
both within and across national 
boundaries by rewarding those com­
panies and shareholders that deliver 
great value (capital and talent alloca­
tion) as investors allocate capital. 

• Increased financial stability is possi­
ble through better and timelier disclo­
sure, which enhances transparency, 
creates trust, and creates greater mar­
ket stability. 

• More investors will shift their focus 
to the long term. This may seem 
counterintui t ive, the Big Six CEOs 
observe, but more information that 
is more frequently disclosed may 
reverse shor t - te rmism. Think of it 
this way: Once real-t ime access is 
universal and quarterly reports and 
other periodic filings have less 
importance, investors can begin to 
look over longer time horizons; the 
disclosure of nonfinancial and for­
ward-looking information should 
enhance and speed up this t rend. 
Finally, the contentious debates over 
CEO compensation may disappear 
when boards are encouraged to form 
compensation packages in ways that 
reward long-term performance. 

"In short, good information matters — a 
lot. The critical question is what kinds of 
non-financial data should public compa­
nies be reporting. Investors and other stake­
holders need to get engaged and weigh-in 
or change will be marginal at best."6 

The r e p o r t i s sued by the a u d i t i n g 
indus t ry leaders is in tended to s t imu­
late a b road deba te on the fu ture of 
audit ing, the auditing profession, finan­
cial r e p o r t i n g , and the needs of the 
market players both short- and long-term. 
"It is t ime for bus iness and the meth­
ods for assur ing investors of the qual­
i ty and r e l i a b i l i t y of b u s i n e s s 
informat ion to change as well."7 As the 


