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September 6, 2008

Advisory Committee on the Auditing Profession,
Co-Chair Levitt, Co-Chair Nicolaisen, Ladies and Gentlemen:

In the public interest, your report should not recommend arbitrary limits to audit firm liability.  In fact, the best response may be the reverse.   
The best answer is not private audit firms disproportionately protected by government, but a free market protected by courts. Shifting the costs of poor auditing to the public, investors or other defendants, only to sustain the auditor, is inequitable.  Government should not sponsor such proposals. 

It is absurd to argue that value added by an audit is enhanced if auditor responsibility for bad work is artificially reduced; illogical to believe that audit quality will improve if auditor liability is capped; contradictory to argue that strong competition exists while the industry needs further government protection to survive. 

There is an unknown market price, willingly paid, at which sufficient numbers of professionally qualified, properly motivated people and firms are attracted to verify financial information.  It may be more than the $780,000 per partner resulting from the protected oligopoly we now have; more likely, it is less.
Security markets discount risk of auditors failing to find problems.  Markets recognize the limited recovery that can be expected from uninsured, under capitalized, limited liability audit partnerships and shielded networks.  Any policy to further reduce or exempt audit firms from liability for negligent work will result in further leveraging the diminished value of audits to even lower values for public companies.   

Your goal is to examine the sustainability of a strong and vibrant auditing profession.  For the opportunity and privilege of license enjoyed by Certified Public Accountants and Registered Public Accounting Firms, the public expects substantial efficacy in audit work.  But, auditors have failed to protect the public from accounting catastrophes that objective skepticism should reveal. Audit firms want exemption from catastrophic litigation. Strength and vibrancy is not camouflaged government grants sustaining obscured weakness.  
Please consider my earlier comments, particularly the list of seven conditions that audit firms and their networks, for their own good and the public interest, need to fix.  Each condition threatens the relevance and sustainability of the public company audit profession. 

The Secretary of Treasury should be complimented for tackling these issues.  

You each have my deepest respect for your volunteered effort on this very important matter.

Sincerely,

Gilbert F. Viets  

