Sample Proposal
Audit Firm Rotation Policy Proposal

Be it Resolved: That the shareholders of American Electric Power Company, Inc. (“Company”)
hereby request that the Company’s Board Audit Review Committee establish an Audit Firm
Rotation Policy that requires that at least every seven years the Company’s audit firm rotate off
the engagement for a minimum of three years.

Supporting Statement: Audit firm independence is fundamentally important to the integrity of
the public company financial reporting system that underpins our nation’s capital markets. In a
system in which audit clients pay for-profit accounting firms to perform financial statement
audits, every effort must be made to ensure accounting firm independence. One important
reform to advance the independence, skepticism, and objectivity accounting firms have toward
their audit clients is a mandatory auditor rotation requirement.

Information gathered on the current terms of engagement between audit firms and client
corporations indicates that at the largest 500 companies based on market capitalization long-
term auditor-client relationships are prevalent: for the largest 100 companies auditor tenure
averages 28 years, while the average tenure at the 500 largest companies is 21 years. These
long-term financial relationships result in the payment to the audit firm of hundreds of millions of
dollars over the average period of engagement. According to its recent proxy statements,
American Electric Power Company has paid its audit firm, Deloitte & Touche LLP, a total of
$107,851,000 in total fees over the last 7 years alone.

Auditor independence is described by the Public Company Accounting Oversight Board
(PCAOB), an organization established to set and monitor accounting standards and practices,
as “both a description of the relationship between auditor and client and the mindset with which
the auditor must approach his or her duty to serve the public.” (PCAOB Release No. 2011-055,
August 16, 2011). One measure of an independent mindset is the auditor’s ability to exercise
“professional skepticism,” which is “an attitude that includes a questioning mind and a critical
assessment of audit evidence.” PCAOB standards require an auditor to conduct an audit
engagement “with a mindset that recognizes the possibility that a material misstatement due to
fraud could be present, regardless of any past experience with the entity and regardless of the
auditor’s belief about management’s honesty and integrity.”

Instances of systemic accounting fraud in the market have prompted various legislative and
regulatory reforms to the audit process, including audit partner rotation requirements, limits on
the non-audit services that can be provided by accounting firms to audit clients, and enhanced
responsibilities for board audit committees. Despite these important reforms, recent PCAOB
investigations often reveal “audit deficiencies that may be attributable to a failure to exercise the
required professional skepticism and objectivity.”



We believe that an important next step in improving the integrity of the public company audit
system is to establish a mandatory audit firm rotation requirement of seven years. The periodic
audit firm rotation by public company clients would limit long-term client-audit firm relationships
that may compromise the independence of the audit firm’s work.



