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C O R P O R AT E L AW & G OV E R N A N C E

Reforming the PCAOB

A former member describes the structural defects of this largely
unaccountable board.
✒ BY C. CHRISTINA HO

I
n the early 2000s, the collapses of Enron and WorldCom—
two corporate giants whose fraudulent accounting prac-
tices destroyed billions in shareholder value—shocked
the American public and exposed serious failures in the
auditing profession. Enron’s auditor, Arthur Andersen,

was convicted of obstruction of justice for destroying docu-
ments related to Enron, and the firm collapsed. Those scan-
dals revealed that the accounting profession’s self-regulatory
system had failed to detect or prevent massive fraud.

Congress responded in 2002 with the Sarbanes–Oxley Act,
creating the Public Company Accounting Oversight Board
(PCAOB) to regulate the auditing of publicly traded compa-
nies. The board’s job is straightforward: Ensure that auditors
of public companies do their work properly so investors can
trust the financial statements they read. Every year, auditors
examine thousands of companies’ financial records and issue
opinions on whether those companies’ financial statements
are accurate. The PCAOB oversees these auditors by setting
standards for how audits should be conducted, inspecting
audit work, and disciplining companies that fall short.

Congress designed the PCAOB with an unusual structure.
Unlike typical government agencies, it is a private nonprofit
corporation that can tax all publicly traded companies to fund
itself, giving it a virtually unlimited budget with minimal over-
sight. Unlike industry self-regulatory organizations, the PCAOB
is not controlled by the profession it regulates. This unique
structure has led to serious problems over the past two decades.

Scholars and legal experts have long critiqued these struc-
tural defects, from a 2005 analysis by American Enterprise Insti-
tute scholar Peter Wallison to the Supreme Court’s 2010 ruling
in Free Enterprise Fund v. PCAOB. This article offers something
those earlier works could not: firsthand experience from inside
the organization. Having served as a PCAOB board member for
over four years, I have witnessed these structural problems not
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as theoretical concerns but as operational realities that directly
undermine the PCAOB’s mission to protect investors.

The governance failures, budgetary excess, standard-setting
disconnects, and enforcement overreach documented here are
not abstract policy critiques; they are observed patterns from
someone who participated in board deliberations, reviewed
hundreds of inspection reports, and saw firsthand how con-
centrated power and lack of accountability led to poor deci-
sion-making. This insider perspective provides a more detailed
diagnosis of what is broken and, importantly, identifies specific
fixes through either legislative action or administrative reforms
that the Securities and Exchange Commission and the PCAOB
board can implement immediately.

STRUCTURAL DEFECTS OF THE PCAOB

Under Sarbanes–Oxley, PCAOB board members were given
“dual layer” tenure protection: They could only be removed
by SEC commissioners, who in turn could only be removed
by the US president, and in both cases removal had to be for
cause. The Supreme Court ruled in Free Enterprise Fund that
this violated the Constitution’s separation of powers by hin-
dering the president’s ability to control the executive branch.

While the Court severed the unconstitutional provision and
allowed the PCAOB to continue operating, the case exposed
fundamental questions about the board’s structure. As the
Cato Institute argued in its brief supporting the challenge,
the PCAOB represents an unprecedented delegation of gov-
ernmental power to a private entity with the extraordinary
ability to tax all public companies to support its operations.
This funding mechanism frees the board from the normal con-
straints that control both government agencies (congressional
appropriations) and self-regulatory organizations (industry
funding and oversight).

Unchecked spending and mission creep / Wallison (2005) pre-
dicted that the PCAOB’s unique funding structure would lead
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to runaway spending. That prediction has proven accurate. As
he documented, the board was operating at twice the cost per
employee of comparable regulatory bodies from its inception,
spending over $500,000 per employee in 2004 compared to
$200,000 for the National Association of Securities Dealers.

This pattern has continued and accelerated. The PCAOB
budget ballooned by 40 percent over the past four years alone.
Its 2025 budget, approved by the SEC, exceeded the 2025 bud-
get of the Commodity Futures Trading Commission (CFTC),
despite the CFTC having a much broader regulatory scope.
The CFTC regulates the US derivatives market, which is worth
trillions of dollars and involves tens of thousands of market
participants compared to the PCAOB’s oversight of approx-
imately 1,500 audit firms. Although the PCAOB adopted a
2026 budget in December 2025 with a 9 percent decrease,
that pales in comparison to the 40 percent increase between
2022 and 2025.

The PCAOB’s ability to levy fees on over 8,400 public
companies provides essentially unlimited funding with no
meaningful oversight. Unlike government agencies subject
to congressional appropriations or industry self-regulatory
organizations funded by their regulated members, the PCAOB
faces no natural constraint on spending. The SEC’s nominal
budget approval authority has proven ineffective as demon-
strated by its consistent approval of the PCAOB’s ballooning

budgets from 2022 to 2025, as well as its approval of proposed
standards and rules that lacked unanimous board support,
which is unprecedented.

CEO duality problem / The PCAOB’s bylaws create a dual role
where the board chair also serves as the entity’s president and
chief executive officer. This concentration of power in one
individual has resulted in:
■ weakened oversight as the chair/CEO controls board meet-

ings and sets agendas,
■ poor decision making across multiple areas because of exces-

sive authority vested in a single person, and
■ inability of other board members to effectively check the

chair’s authority.
This governance structure contradicts best practices and

concentrates too much power in one unelected official who
is already insulated from meaningful political accountability.
A 2021 report commissioned by the SEC on the corporate
governance of the PCAOB noted that the board has suffered
since its inception from a lack of clarity on the specific role
and authority of non-chair board members (Kalorama 2021).
Under the PCAOB bylaws, only the chair can call a meeting
of the board, essentially giving the chair single-handed power
to undermine expert voices, sow distrust in capital markets,
and stifle innovation.D
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