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During the comment period for Concept Release No. 2011-003,1 the PCAOB received 
more than 145 letters, the most the Board has received on a rulemaking project since 
it proposed Auditing Standard No. 5.2 Almost half of the letters were from issuers or 
business groups (70 letters). Other commenters included accounting firms (20); state 
societies or groups representing the profession (16); audit committees or groups 
representing directors (9); academics (8); investor groups (11), including one such letter 
signed by 12 members of the PCAOB’s Investor Advisory Group; and other regulators or 
government agencies (6).3 

Background
The PCAOB issued the concept release on June 21, 2011, to obtain public comment 
regarding a possible standard-setting project that could result in amendments to the 
content and form of the auditor’s report. Comments on the concept release were due by 
September 30, 2011. For more information, see Deloitte’s June 28, 2011, Heads Up.

Overview of Responses Received
With the objective of increasing the transparency and relevance of the auditor’s report to 
financial statement users, the PCAOB, in its concept release, discussed supplementing the 
current auditor’s report through the following potential approaches:

•	 Adding	an	Auditor’s	Discussion	and	Analysis	section	as	a	supplement	to	the	
auditor’s report.

•	 Requiring	and	expanding	the	use	of	emphasis	paragraphs.

•	 Reporting	by	the	auditor	on	information	outside	the	financial	statements.

•	 Clarifying	certain	language	in	the	current	standard	auditor’s	report.

Comments the PCAOB received on each alternative, as well as other responses, are 
outlined below.
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1 PCAOB Concept Release No. 2011-003, Concept Release on Possible Revisions to PCAOB Standards Related to Reports on 
Audited Financial Statements.

2 PCAOB Auditing Standard No. 5, An Audit of Internal Control Over Financial Reporting That Is Integrated With an Audit of 
Financial Statements.

3 Information compiled by Deloitte as of October 28, 2011.

http://pcaobus.org/Rules/Rulemaking/Docket034/Concept_Release.pdf
http://www.deloitte.com/view/en_US/us/Services/audit-enterprise-risk-services/Financial-Statement-Internal-Control-Audit/Accounting-Standards-Communications/8535b7c6247d0310VgnVCM2000001b56f00aRCRD.htm
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Inclusion of an Auditor’s Discussion and Analysis
Investor groups were generally in favor of the Auditor’s Discussion and Analysis (AD&A) 
approach and suggested that such an approach include disclosure of (1) the auditor’s 
assessment of the estimates and judgments made by management in preparing the 
financial statements, including how the auditor arrived at that assessment; (2) areas 
of significant financial statement and audit risk and how the auditor addressed such 
risk areas; (3) unusual transactions, restatements, and other significant changes in the 
financial	statements	(including	the	notes);	and	(4)	the	auditor’s	assessment	of	the	quality,	
not just the acceptability, of the issuer’s accounting practices and policies. Investor groups 
generally	supported	this	alternative,	as	indicated	by	the	following	views	expressed	in	the	
letters submitted:

•	 The	costs	of	an	AD&A	approach	should	not	be	burdensome	because	the	type	of	
information proposed to be included in an AD&A is already collected by auditors 
and communicated to the audit committee.  

•	 Regardless	of	costs,	the	benefits	of	the	additional	information	provided	in	an	
AD&A would outweigh the incremental costs.

Issuers, audit committees, and auditors were almost uniformly opposed to the AD&A 
approach, generally for the following reasons:

•	 An	AD&A	would	represent	a	fundamental	change	to	a	central	tenet	of	financial	
reporting and overturn the basic structure of the financial reporting system (i.e., 
that management is responsible for the financial statements and the auditor 
provides an attest service).  

•	 An	AD&A	would	undermine	the	governance	role	of	the	audit	committee	and	
inhibit open communication between the auditor, management, and the audit 
committee. 

•	 An	AD&A	would	be	void	of	the	interactive	communication	that	occurs	when	
similar information is shared by the auditor to the audit committee; therefore, it 
would be ineffective.  

•	 Any	benefits	of	such	a	change	would	be	outweighed	by	the	costs	and	the	likely	
confusion that would result.

A few issuers and audit committees did indicate that the AD&A approach might be 
acceptable if it were very narrow in scope and contained limited information.

Most regulators and government agencies that responded did not support the AD&A 
approach.

Requiring and Expanding the Use of Emphasis Paragraphs
Investors	did	not	provide	significant	commentary	on	the	required	and	expanded	use	of	
emphasis paragraphs; however, several noted that they were more concerned about the 
substance of any disclosure rather than the form (e.g., AD&A vs. emphasis paragraphs).

Some	issuers	expressed	general	support	for	required	and	expanded	use	of	emphasis	
paragraphs,	but	such	statements	of	support	were	often	qualified	with	concerns	about	
cost, the information included, and the value of any perceived benefit. While some had 
concerns, others were silent on the issue, which suggests that they may have some 
tolerance	for	the	required	and	expanded	use	of	emphasis	paragraphs	approach.	The	
concerns raised by issuers and audit committees about the approach were similar to 
those raised about the AD&A approach and included the following:

•	 Subjective	use	of	emphasis	paragraphs	will	likely	result	in	inconsistent	application	
of such paragraphs, reducing comparability of financial statements among 
companies and potentially leading to investor confusion. 

•	 Highlighting	significant	matters	in	emphasis	paragraphs,	referencing	their	
disclosure within the financial statements, and reporting audit procedures 
performed are unlikely to provide significant insight beyond that already included 
in management’s disclosures.
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Audit	firms	and	state	societies	had	mixed	reactions	to	the	required	and	expanded	use	
of emphasis paragraphs. In general, large firms were in favor of some variation of the 
required	and	expanded	use	of	emphasis	paragraphs,	but	some	smaller	firms	and	state	
societies were opposed to such an approach.

Among regulators and government agencies that commented, reactions to the 
required	and	expanded	use	of	emphasis	paragraphs	were	mixed,	with	the	Government	
Accountability Office (GAO) supporting it in certain, but not all, cases and noting that 
additional guidance would be needed.

Auditor Reporting on Information Outside the Financial Statements
As the following views suggest, investors either did not specifically address this alternative 
in their responses or generally were not in favor of auditor reporting on information 
outside of the financial statements:

•	 The	PCAOB	should	focus	on	changing	the	existing	auditor’s	reporting	model	
rather	than	expanding	the	auditor’s	role	to	include	assurance	on	information	
outside of the financial statements.

•	 Investors	are	generally	more	concerned	with	the	content	of	the	information	
outside of the financial statements rather than the assurance to be provided by 
the auditor on such information.

Issuers were almost uniformly opposed to auditor reporting on information outside of the 
financial	statements,	while	audit	committees	were	mixed	in	their	responses	and	offered	
limited indications of support for providing some level of assurance on information 
outside of the financial statements. Both issuers and audit committees raised concerns 
about:

•	 Whether	such	information	is	auditable	and	whether	the	auditor	has	the	
necessary	expertise	or	depth	of	knowledge	to	audit	such	information	given	the	
variability of the information presented.

•	 The	increase	in	the	cost	of	an	audit	under	such	an	expanded	model	and	whether	
the benefit provided would outweigh such cost.

•	 The	potential	delay	to	regulatory	filings,	earnings	releases,	and	other	time-
sensitive information.

Some	of	the	larger	audit	firms	and	professional	organizations	expressed	support	for	
providing assurance on a portion of management’s discussion and analysis related 
to critical accounting estimates. However, the above comments suggest that others, 
particularly issuers, were not in favor of this idea.  

Most of the regulators or government agencies that responded did not support providing 
additional assurance on information outside of the financial statements.  

Clarification of Certain Language in the Auditor’s Report
Among all groups of respondents, including audit committees, issuers, investors, auditors, 
and others, there was generally broad support for adding clarifying language to the 
current standard auditor’s report.  

While the issuer group was in favor of clarifying language, a number of reservations were 
expressed	about	the	extent	to	which	changes	were	really	needed	and	whether	better	
education and outreach by the PCAOB and the profession was more appropriate.  

Respondents supported the following types of clarifications to the report: 

•	 Adding	information	about	what	an	audit	is,	including	an	explanation	of	
technical terms such as “reasonable assurance,” “materiality,” and “material 
misstatement.”
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•	 Clarifying	the	auditor’s	responsibility	for	(1)	other	information	in	documents	
containing auditing financial statements, (2) being independent under all 
relevant standards, (3) using professional judgment in making risk assessments 
and selecting audit procedures, and (4) planning and performing the audit to 
obtain reasonable assurance about whether the financial statements, taken as a 
whole, are free of material misstatements, whether due to error or fraud.

Other Information in Responses
Many commenters encouraged the PCAOB to work with other regulators and standard 
setters. For instance, several issuers noted that if investors are concerned that financial 
reports	lack	information,	the	FASB	and	SEC	should	address	these	concerns	by	requiring	
additional	disclosures.	Some	of	these	same	respondents	questioned	whether	the	PCAOB	
should be undertaking the project at all and suggested that the PCAOB redirect its efforts 
and resources.   

In addition, while regulators that responded were generally in favor of a broad project 
to improve the audit report, many, including the GAO, recommended coordination 
with other standard setters, including the AICPA’s Accounting Standards Board and the 
International Auditing and Assurance Standards Board.

The	academic	community	was	mixed	in	its	responses.	Generally,	individual	professors	did	
not support changes to the auditor’s report; however, the Auditing Standards Committee 
of the Auditing Section of the American Accounting Association was more positive in its 
support for such changes but noted that the implications of changing the reporting and 
corporate governance models would need to be considered.

Next Steps in Standard Setting
The PCAOB has indicated that it intends to issue a proposed standard during the first 
quarter	of	calendar-year	2012	and	that	it	plans	to	seek	public	comment	on	such	proposal	
when	issued.	Once	the	PCAOB	approves	it,	the	SEC	is	then	required	to	consider	and	
approve the proposed standard before it can become effective. The PCAOB anticipates 
that	it	might	issue	a	final	standard	for	SEC	approval	in	the	fourth	quarter	of	2012.	It	is	not	
yet clear when any changes to the auditor’s report would become effective. 
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Dbriefs for Financial Executives 
We invite you to participate in Dbriefs, Deloitte’s webcast series that delivers practical strategies you need to stay on top of 
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•	 EITF Roundup: Highlights From the November Meeting (November 8, 2 p.m. (EST)). 

Technical Library: The Deloitte Accounting Research Tool
Deloitte makes available, on a subscription basis, access to its online library of accounting and financial disclosure literature. Called 
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search	features,	enable	users	to	quickly	locate	information	anytime,	from	any	computer.	Technical	Library	subscribers	also	receive	
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In addition, Technical Library subscribers have access to Deloitte Accounting Journal entries, which briefly summarize the newest 
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For more information, including subscription details and an online demonstration, visit www.deloitte.com/us/techlibrary.
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