
 

 

 

Auditor Communications 

Consultation Report 
 

 

Comment Letters 

 

 

 

 
 

 

 

 

 

 

TECHNICAL COMMITTEE 

OF THE 

INTERNATIONAL ORGANIZATION OF SECURITIES COMMISSIONS 

 

FEBRUARY 2010 
 



 

 

 

 

Comment Letters on Auditor Communications Consultation Report 

The International Organization of Securities Commissions’ (IOSCO) has made 

available the comment letters it has received in response to its September 2009 

consultation paper Auditor Communications
1
. 

Although IOSCO’s normal practice is to publish any responses received at the time it 

publishes any associated final report, in order to facilitate the discussion of the topic of 

Auditor Communications in  interested fora which IOSCO understands would meet 

prior to the Technical Committee’s consideration of the feedback it has received, these 

letters are being made available at this time. 

The views contained in these response letters contain the individual views of the various 

respondents and not those of the Technical Committee of IOSCO, and thus should not 

be construed as being indicative of any views that the Technical Committee may 

develop. 

                                                 
1
  Auditor Communications, Consultation Report, Report of the Technical Committee of IOSCO, 

September 2009, available at http://www.iosco.org/library/pubdocs/pdf/IOSCOPD303.pdf. 
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List of Comment Letters Received 

 

 

No. Respondent Organization 

1.  BDO International Limited 

2.  Canadian Public Accountability Board 

3.  The Compagnie Nationale des Comissaires aux Comptes (CNCC) and the 

Conseil Superieur de l’Ordre des Experts-Comptables (CSOEC) 

4.  CPA Australia/Institute of Chartered Accountants/National Institute of 

Accountants 

5.  Deloitte Touche Tomatsu  

6.  Dubai Financial Services Authority 

7.  European Group of International Accounting Networks and Associations 

8.  EUMEDION Corporate Governance Forum 

9.  Ernst & Young Global Limited 

10.  FAR SRS (The Institute for the Accountancy Profession in Sweden) 

11.  Federation of European Accountants 

12.  Grant Thornton International Ltd. 

13.  Hermes Equity Ownership Services 

14.  International Auditing and Assurance Standards Board 

15.  The Institute of Chartered Accountants of Scotland (Audit and Assurance 

Committee) 

16.  Instituto De Censores Jurados De Cuentas De Espana 

17.  Institut der Wirtschaftsprufer 

18.  KPMG International 

19.  The Nordic Federation of Public Accountants 

20.  PricewaterhouseCoopers LLP 

21.  SEC Thailand 

22.  Standard Life Investments (with attachment "Guidelines for Enhanced 

Disclosure") 

 







 

 

 

January 13, 2010 

Mr. Greg Tanzer 

Secretary General 

IOSCO General Secretariat 

Calle Oquendo 12 

28006 Madrid 

Spain 

 

Dear Mr. Tanzer: 

 

Re: Public Comment on Auditor Communications: Consultation Report 

The Canadian Public Accountability Board (CPAB) is pleased to comment on the consultation 

report “Auditor Communications”.  

Audit Report 

CPAB is supportive in principle of global consistency in audit reporting. We believe a standard 

audit report is useful to investors and a change from a binary (pass/fail) model may be more 

confusing for investors and make it more difficult to understand whether financial statements 

achieve fair presentation in accordance with an accounting framework. 

Levels of Assurance 

The consultation report explores the possibility of the auditor providing different levels of 

assurance on different financial statement elements. We would not be supportive of a move in 

this direction as the overall level of assurance being provided to investors under such a model 

may be reduced when compared to the level of assurance investors currently receive. This may 

also lead to confusion amongst investors in understanding the assurance they are receiving and 

has the potential to undermine the concept of reasonable assurance currently provided on the 

financial statements taken as a whole.   

Communications with Audit Committees 

The consultation report contemplates a requirement to publicly disclose communications 

historically provided by auditors only to those charged with governance. We caution a move in 

this direction as this may lead to less forthright and transparent dialogue between the auditor and 



 

those charged with governance with potentially negative consequences for audit quality.  In our 

experience, we have noted situations where the communications with Audit Committees should 

have been more forthright and transparent.  Examples include ranges of estimates and financial 

statement disclosure that was lacking in clarity. However, we believe it would be worthwhile 

exploring the potential disclosure of additional information about the audit by the auditor outside 

of the standard audit report. For example, disclosure of the more significant audit risks and 

related audit responses as well as other information related to the scope, conduct and outcome of 

the audit.  

CPAB appreciates the opportunity to provide input on the consultation report.  

We would be pleased to discuss any of the above comments.  

 

Yours very truly, 

 

Brian Hunt, FCA 

Chief Executive Officer 

  

 

























 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 

Deloitte Touche Tohmatsu 
1633 Broadway 
New York, NY  10019-6754 
 

 

 
January 15, 2010 
 
Greg Tanzer  
Secretary General  
IOSCO General Secretariat  
Calle Oquendo 12  
28006 Madrid  
Spain  
 
RE: Public Comment on the Auditor Communications: Consultation Report 
 
 
Dear Mr. Tanzer: 
 
We, Deloitte Touche Tohmatsu, appreciate the opportunity to comment on the Consultation 
Report on Auditor Communications (Consultation Report) published by IOSCO’s Technical 
Committee.  This is an opportune time for IOSCO to engage in the on-going activities and 
discourse related to auditor communications.    
 
Since IOSCO held its roundtable on the Quality of Public Company Audits from a Regulatory 
Perspective in 2007, the International Auditing and Assurance Standards Board (IAASB) and 
the American Institute of Certified Public Accountants (AICPA) have progressed in their joint 
research initiative related to users’ perceptions of auditor’s reports issued in connection with 
financial statement audits.  Also, as noted in the Consultation Report, the UK’s Auditing 
Practices Board issued a Discussion Paper seeking views related to the auditor’s report.  The 
results of these initiatives should be considered and leveraged by IOSCO in its deliberations 
on auditor communications.  Ultimately, any output of IOSCO’s consultation process should 
feed into the continuing IAASB/AICPA joint project. 
 
We believe the issuance of the Consultation Report represents an opportunity for IOSCO to 
bring together the collective knowledge and experiences of the diverse constituencies that 
generate and use auditor communications, including audit professionals, management and 
those charged with governance, regulators, and, importantly, users of the financial statements.   
The views and feedback of users, who represent a key voice in the debate, are of critical 
importance.  For that reason, we suggest that IOSCO take measures to proactively encourage 
users to submit responses to the Consultation Report. Meanwhile, we are appreciative of the 
opportunity to provide views from the audit profession based on our insights into current 
practice. 
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The Consultation Report describes three perceived shortcomings in the current standard 
auditor’s report: the binary report style, the use of boilerplate language and the absence of 
acknowledgment of the level of effort and judgments inherent in an audit. The common 
element in these shortcomings is the inference that users are not being provided sufficient 
information on which to base their decisions.  We believe that an important area of focus of 
the various initiatives currently underway to assess auditor communications (including the 
Consultation Report and the on-going projects described above), should be to analyze more 
deeply the perception of “missing” or inadequate information in order to clarify the exact 
nature of that information, and therefore, to determine the most appropriate source to provide 
that information to users.   It is important to distinguish between information that users feel 
they need to assess the quality of the financial statements and the information that users feel 
they need to assess the quality of the audit process. 
 
In circumstances where users believe that additional information about the quality of the 
financial statements, management’s processes or the entity itself is needed, we believe that the 
most appropriate source of such information would be management or those charged with 
governance, rather than the auditor.  As the “owner” of the financial statements, and given the 
various privacy laws across jurisdictions, management and those charged with governance are 
best suited to provide users with such information. 
 
Alternatively, when users seek additional information to further assess the quality of the audit, 
including the audit process, and the professional judgments made, it may seem appropriate for 
that information to be provided by the auditor.  However, in order to make that determination, 
we believe that it is very important to first clearly understand the nature of the additional 
information sought by users.  Moreover, the auditor’s report may not be the most appropriate 
conduit for such information.  As some of the results from the joint IAASB/AICPA research 
initiative have indicated, certain users felt that the more information was included in the 
auditor’s report, the more confusing the report became.  Similarly, as noted in the 
Consultation Report, certain users jump right to the opinion paragraph in the current auditor’s 
report without reading the other sections of the report; additional language may therefore be 
equally ignored.   
 
We recommend that prior to establishing any additional requirements for information to be 
included in the auditor’s report beyond what is currently required,  additional research be 
conducted on the impacts of such changes.  These impacts may include readability and 
understandability of added language, as well as the impact on the underlying audit scope that 
the requirement to present additional information may cause.   Consideration of alternative 
communication means (i.e., communications other than the auditor’s report) should also be 
made if a determination is made to broaden the nature and extent of current auditor 
communications.  To the extent changes were made to the auditor’s report to provide 
additional information, we believe it is important to balance the need for consistency and 
comparability in reporting with the ability to communicate entity-specific tailored information 
in each individual auditor’s report.  User confusion may increase if each auditor’s report was 
different and unique to the entity being audited with no comparability across entities of 
similar characteristics (e.g., industry).   
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In other circumstances, certain information may already be communicated by the auditor to 
those charged with governance in fulfilling their respective roles, rather than directly to users. 
This type of information may be best suited to be made to those charged with governance 
rather than to the broader community of users, given the sensitivity, or confidentiality of the 
information.  If there was to be a change in protocol whereby the auditor would now 
communicate that information directly to users of the financial statements rather than to those 
charged with governance, it may necessitate reconsideration of the role of those charged with 
governance as it relates to their interaction with the auditors and to their interaction with users 
of the financial statements.  
 
An additional consideration in the discussion about the availability and assessment of 
information related to audit quality is the role played by the various oversight and regulatory 
regimes which have become more established over the past several years.   The activities of 
many of these oversight bodies encompass assessing audit quality, including judgments made 
during the audit. In the execution of their mandate, such bodies have access to the information 
pertaining to audit quality mentioned in the IOSCO consultation report. As these oversight 
bodies and their processes continue to evolve, reliance by investors on the work of these 
bodies as an independent assessment of audit quality would appear to be increasingly 
appropriate. 
 
We believe that when considering all of the possible alternatives and changes to the auditor 
communication model, whether that is an increase in communications directly from the 
auditor or from another source, it is very important to consider the impacts that may arise 
from any changes to auditor communications.  For example, if new or revised auditor 
communications extended beyond the provision of information or assurance related to the 
audit of the financial statements, there would be both scope and cost impacts of such changes.  
In addition, we believe that there are existing legal and regulatory impediments (e.g., 
jurisdictional privacy laws) that may preclude certain information from being included in 
auditor communications. Prior to establishing any new required auditor communications, or 
making changes to existing auditor communications, these impediments and impacts would 
need to be explored and addressed.  We are concerned that, should changes be made to 
current auditor communication processes and protocols without sufficient deliberation, there 
may be unintended consequences. 
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We are grateful for the opportunity to comment on the Consultation Report.  We support the 
consultation undertaken by IOSCO on the significant topic of auditor communications and we 
believe the results of this consultation will serve as a valuable input into the IAASB/AICPA 
project as it continues to evolve. 
 
We would be pleased to discuss our letter with you or your staff at your convenience.  If you 
have any questions, please contact Jens Simonsen, Director of Global Audit Services at + 1 
212 492 3689.  
 
Very truly yours, 
 

 
Jens Simonsen 
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By E-mail  
 
Greg Tanzer 
Secretary General 
IOSCO General Secretariat 
Calle Oquendo 12 
28006 Madrid 
Spain 
 
 
AuditorCommunications@iosco.org 
 
 
Dear Sir / Madam, 
 
Comments on the Auditor Communications Consultation Paper 
 
The Dubai Financial Services Authority has taken this opportunity to provide 
commentary on the Auditor Communications Consultation Paper.  We consider this 
to be a comprehensive paper hence our comments which are set out in an 
attachment to this letter are rather limited.   
 
We are happy to provide any further elaboration or clarifications on the issues raised 
and can be contacted on +971 4362 1549 or by e-mail on nlalani@dfsa.ae. 
 
We look forward to participating in any further work in this area. 
 
 
Yours sincerely 
 
 
 
 

 
 

Christian Cameron 
Manager 
Policy and Legal Services 
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Question 1 
Is the standard audit report useful to investors? If not, why?  

 
 
Standard audit report in its current form is not a very useful tool for investor as it 
certainly does not reflect the growing complexity in business, financial reporting and 
auditing.   
 
Moreover, the audit report provides little or no answers to the following: 
 

• What has the auditor done to ensure his independence?  

• What have been specific risks and focal points of attention in the audit and 
why?  

• What audit steps have been taken accordingly?  

• What materiality criteria have been used?  

• What entities/items have been specifically excluded from the scope of the 
audit or subject to more limited direct work?  

• What has the auditor done to ensure high quality work if he makes use of 
other auditors?  

 
   

Question 2 
Would investors prefer a more concise audit report (e.g., a one-sentence report 
that includes only the auditor‘s opinion on whether the financial statements are 
fairly presented)? If so, why?  

 
 
Investor would not prefer a concise audit report as the report would not address the 
issues identified in response to Question 1. 
 
 

Question 3 
Are investors receiving information about the audit that they need to make 
informed investment decisions? If not, who should provide this information —
management or the auditor? For information that should be provided by the 
auditor, should changes to the standard audit report be made or are other auditor 
communications warranted? What should any new or revised auditor 
communications address (e.g., an auditor‘s analysis of risks and other findings in 
an audit, a report on the quality of an issuer‘s financial reporting, an auditor‘s 
discussion and analysis of their independence and the work performed in an audit) 
and what form should it take (e.g., a revised standard audit report or a new auditor 
communication)? How would this additional information affect investors' use of 
audited financial statements? Over time, would the utility of such information 
diminish?  
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Investors are not receiving information about the audit that they need to make 
informed investment decisions. Management and the auditor should provide this 
information collectively. For information that should be provided by the auditor, other 
auditor communications should be part of the financial statements. Any new auditor 
communication should address an auditor‘s analysis of risks and other findings in an 
audit, a report on the quality of an issuer‘s financial reporting, an auditor‘s discussion 
and analysis of their independence and the work performed in an audit.  
 
All this information should be provided in a new auditor communication. The 
additional information would satisfy investor with all the unanswered questions.  
 
 

Question 4 
If new or revised auditor communications are desired, would such communications 
be practicable? What legal, regulatory and practical challenges would preclude 
such communications? What criteria or principles should regulators use to 
determine what additional information should be provided? Are there any 
alternative mechanisms for investors to receive this information without 
encountering these challenges (e.g., instead of new or revised auditor 
communications, mechanisms such as new or revised disclosures by management 
or those charged with governance)?  

 
 
New auditor communication would largely depend on the regulations of the 
jurisdiction in which the client and auditor operates. In most of the jurisdictions, it is 
prohibited to provide client confidential information.  
 
An alternative way is to provide the required disclosures by management or those 
charged with governance. 
 



 

Greg Tanzer 
Secretary General 
International Organization of Securities Commissions 
C / Oquendo 12 
28006 Madrid 
Spain 
 

13th January 2010  

 

Dear Mr Tanzer 

Consultation – Auditor Communications 

EGIAN welcomes the opportunity to comment on the above Consultation Paper. EGIAN’s 
membership is made up of 21 global organisations which offer audit, accounting and business 
advisory services. The combined turnover of our members is US$ 34 billion.  In this response we 
set out our views and would be very pleased to discuss them in more detail with you if that 
would be helpful. 

The IOSCO paper on Audit Communications is a well presented paper, which presents a very 
informative analysis of the evolution of the audit report. It also raises a number of interesting 
issues concerning the expectations of the users of the audit report. We have approached our 
response by specifically addressing the consultation questions listed in Section VII of the paper.  
 
The present audit report has evolved over a long period and is a requirement of Auditing 
Standards such as International Standard on Auditing (ISA) 700 The auditor's report on 
financial statements. The International Audit & Assurance Standards Board (IAASB) is a 
transparent and credible standard setter which has recently revised its full package of Auditing 
Standards. We therefore do not see the need, at this time, to either innovate in terms of auditor 
communication, or to revise the existing audit report. We also are of the view that the setting of 
Auditing Standards, including reporting standards, should not normally be the responsibility of 
an organisation such as IOSCO. Auditing reporting standards need to cover all types of 
companies, not just listed ones. If IOSCO has concerns or proposals regarding auditor 
communications, then IOSCO should consider using its existing channels to the IAASB and 
leading domestic standards setters such as the PCAOB, to address their issues.  
 
Yours sincerely, 
 

 

EGIAN - European Group of International Accounting Networks and Associations 

Avenue d'Orbaix 43 - 1180 Brussels - Belgium | Tel: (+32) 2 763 28 73  Fax: (+32) 2 763 36 48 | www.egian.eu  info@egian.eu 



 

Andrew Brown, Chairman   
 
EGIAN Response on Auditor Communications 
 
 
 1. Is the standard audit report useful to investors? If not, why?  
 
The standard audit report is a long established feature of public reporting. It is a product of 
professional standards which have been issued by reputable standard setters such as the 
International Audit & Assurance Standards Board (IAASB).  
 
The report has evolved over time to reflect reporting needs. We believe that it communicates a 
clear opinion to investors in a recognised form. 
 
2. Would investors prefer a more concise audit report (e.g., a one-sentence report 
that includes only the auditor‘s opinion on whether the financial statements are 
fairly presented)? If so, why?  
 
Investors might appreciate a shorter report. However, the audit report has evolved in its present 
form as a result of the evolution of professional standards and legal advice given to the audit 
profession. The report is a product of standards such as International Standard on Auditing (ISA) 
700 The auditor's report on financial statements.  
 
Therefore, any fundamental re-evaluation of the audit report will require a reassessment of the 
standards and reasons why the standard audit report has evolved in its present form. 
 
3. Are investors receiving information about the audit that they need to make 
informed investment decisions? If not, who should provide this information—
management or the auditor? For information that should be provided by the 
auditor, should changes to the standard audit report be made or are other auditor 
communications warranted? What should any new or revised auditor 
communications address (e.g., an auditor‘s analysis of risks and other findings in 
an audit, a report on the quality of an issuer‘s financial reporting, an auditor‘s 
discussion and analysis of their independence and the work performed in an audit) 
and what form should it take (e.g., a revised standard audit report or a new auditor 
communication)? How would this additional information affect investors‘ use of 
audited financial statements? Over time, would the utility of such information 
diminish?  
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If investors require additional information, then they should obtain this information from 
management. Auditors are appointed to present an opinion on financial statements and other 
information required by law or standards. They are not engaged to report on additional matters to 
external investors. Any move to provide additional information to investors will require a 
fundamental change in the concept of the audit, in Auditing Standards and in the concept of 
auditors’ liability. We see no need to broaden the role of the auditor in the way suggested by the 
question. 
 
We believe that any attempt to revise the form of the audit report, and therefore the role of the 
audit, would reopen the debate on the “expectations gap”. The present audit report evolved to 
address the “expectations gap” between auditors and the users of financial statements. In the 
past, the “gap” arose because users did not fully understand the role and purpose of the audit as 
presented by earlier, and shorter, forms of the audit report. 
 
4. If new or revised auditor communications are desired, would such 
communications be practicable? What legal, regulatory and practical challenges 
would preclude such communications? What criteria or principles should 
regulators use to determine what additional information should be provided? Are 
there any alternative mechanisms for investors to receive this information without 
encountering these challenges (e.g., instead of new or revised auditor 
communications, mechanisms such as new or revised disclosures by management 
or those charged with governance)?  
 

We believe that there would be significant practical difficulties involved with a new or revised 
form of audit communication to users of financial statements. The present form of audit report is 
a product of Auditing Standards such as International Standard on Auditing (ISA) 700 The 
auditor's report on financial statements and is backed by law in many countries. ISA 700 is part 
of a complete framework of Auditing Standards that are widely applied internationally and 
which have recently been comprehensively revised in the International Audit & Assurance 
Standards Board’s “clarity programme”. Any change to the audit report will, in turn, have an 
impact upon Auditing Standards, and may also require changes in national legislation. In 
addition, any proposal to require significant additional audit reporting on public companies 
potentially creates a distinction between public and private company auditing, thereby 
undermining the IAASB concept that “an audit is an audit”. The concept of “an audit is an audit” 
means that the same principles apply to all audits, regardless of the size or nature of the entity 
being audited. 
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Any objective of providing additional information to investors would be best achieved by 
disclosures being directly made by the reporting entity. 
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Mr. Greg Tanzer 
Secretary General 
IOSCO General Secretariat 
Calle Oquendo 12 
28006 Madrid 
Spain 
 
auditorcommunications@iosco.org  
 
13 January 2010 
 
Ref.: AUD/HvD/HB/LA/SH 

 
 
 
 
 
Dear Mr. Tanzer, 
 
Re: FEE Comments on the IOSCO Technical Committee Consultation on 

Auditor Communications 
 
(1) FEE (the Federation of European Accountants) is pleased to provide you below 

with its comments on the Technical Committee of the International Organization 
of Securities Commissions (IOSCO) Consultation on Auditor Communications 
(the IOSCO Consultation Paper). 

 
(2) FEE welcomes the debate on auditor communications which has attracted the 

attention of a variety of stakeholders around the globe. The IOSCO Consultation 
Paper is one of the contributions to the global debate on auditor communication 
on all entities, whether public interest entities or others, in addition to the views 
of large and small investors, issuers, preparers, regulators, legislators, standard 
setters and auditors. FEE would also like to draw attention to two of its own 
publications, parts of which are relevant to this debate: FEE Issues Paper 
“Principles of Assurance”1 and FEE Paper “Selected Issues Relating to Financial 
Statement Audits”2 both of which are accompanied by executive summaries. 

 
(3) The users of the auditor’s communication consist of a variety of groups in 

addition to investors as also audit committees, management, boards of 
directors, regulators and various stakeholders should be considered when 
identifying user groups of audit reports. This has also been highlighted in the 
IOSCO consultation paper in its reference to ISA 2003 “A financial statement 
audit is designed to enhance the degree of confidence of intended users in the 
financial statements”.  

                                                  

1 http://www.fee.be/search/default_view.asp?content_ref=115 
2 http://www.fee.be/search/default_view.asp?content_ref=771 
3 International Standard on Auditing 200 (Revised and Redrafted), Overall Objectives of the Independent Auditor 
and the Conduct of an Audit in Accordance with International Standards on Auditing. 
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(4) FEE therefore strongly believes that all stakeholders as mentioned above should 
work together to improve communication to investors without any particular 
stakeholder taking this debate forward unilaterally. FEE would therefore 
recommend that IOSCO publishes the responses received to this Consultation 
Paper, as well as a summary thereof to aid transparency towards all 
stakeholders concerned. It should be noted, however, that IOSCO is likely to 
receive more comments from investors that believe that auditor communication 
needs to change as those investors who believe that the current position is 
working are less likely to respond to this consultation; also investor responses 
are more likely to be forthcoming from larger representatives of the investor 
community than from those with smaller holdings, such as private individuals 
who nevertheless have a direct interest in auditor communications. 

 
(5) The main issue when considering the IOSCO Consultation Paper is in FEEs view 

the need for clear disclosures and communication to investors made by 
management and those charged with governance of the entity. Such clear 
disclosures will enable investors to make proper and informed investment 
decisions. The role of investors is to conduct proper analyses of the information 
available from various sources.  

 
(6) The role of auditors is to express an opinion on financial information provided 

by management and those charged with governance. In our view, auditors do 
not have a role in providing to investors or other stakeholders additional 
financial information about the entity that has not been provided by the entity 
itself.  

 
(7) Our comments and the responses to the questions set out in the IOSCO 

Consultation Paper should be read in this context and centre on matters of 
principle that are of relevance to the European accountancy profession as a 
whole and are not formed from the viewpoint of investors.  

 
 
Question 1. Is the standard audit report useful to investors? If not, why?  
 
(10) FEE believes that having a standard audit report as set out in the International 

Standards on Auditing (ISAs)4 is useful to investors as it promotes consistency 
across the globe. As stated in ISA 700 on “Forming an Opinion and Reporting on 
Financial Statements”, consistency in the auditor’s report promotes credibility in 
the global marketplace by making more readily identifiable those audits that 
have been conducted in accordance with globally recognised standards. It also 
helps to promote the user’s understanding of the audit and also to identify 
unusual circumstances when they occur. 

 

                                                  

4 ISAs as issued by the International Auditing and Assurance Standards Board (the IAASB). 
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(11) In this context, we would like to point out that the IAASB’s recent Clarity Project 
has resulted in certain changes to auditor reporting which have yet to come into 
force, and thus have not yet been assessed by investors or included in this 
debate to this date. 

 
(12) Furthermore, the IAASB has also commenced a research project on the auditor’s 

report as referred to in our response to question 2 on pages 4 and 5. FEE 
supports this report and is open-minded for assessing its results. 

 
(13) The audit report on annual financial statements expresses the opinion of the 

auditor based on the work carried out and in addition describes the basis for that 
opinion. The audit is related to the historical information presented and 
disclosed in the annual financial statements.   

 
(14) As stated above the audit covers historic financial information, however, 

decisions made by investors are made for optimising future returns on the 
investments made. Therefore, an inherent gap appears to exist between an audit 
report on historical annual financial statements and investment decisions made 
for future benefits. However, FEE continues to believe that the audit report is 
indispensable for investors as it provides them with an opinion on this historical 
financial information at a set point in time that can be used to build their forward 
looking projections.  

 
(15) As the audit report is designed to reflect the opinion formed by the auditor as to 

whether the financial statements are prepared in all material respects, in 
accordance with the applicable financial reporting framework, the audit report 
will contribute to ensure the comparability between financial statements for 
different entities and for different periods. Considering this objective with the 
audit report FEE is of the view that a standard audit report is useful for the users 
of the financial statements, including investors.  

 
(16) The IOSCO Consultation Paper comments on the information gap between 

investor information needs and the information that entities publicly disclose. 
FEE agrees with IOSCO that in case of these gaps additional information should 
be disclosed by the appropriate and relevant party. FEE therefore strongly 
believes, in line with IOSCO, that information from auditors can not compensate 
for lack of information from management or those charged with governance as 
they have the best understanding of the entity. If investors were to bypass 
management and obtain information directly from the auditors this would 
fundamentally change the relationship between management and those charged 
with governance of an entity and the auditors. 

  
(17) In the consultation paper IOSCO also comments on the expectation gap stating 

that “the standard audit report lacks detail around the effort exerted by the 
auditor in planning and performing the audit.” In this connection FEE would like 
to highlight that part of the expectations gap can be viewed as an education gap. 
In aiming at eliminating this education gap all involved parties, such as 
investors, standard setters, regulators, academics and auditors, play an 
important role in bridging this gap. Each party is responsible for explaining the 
information needs and the standard audit report forms a part of that. However, it 
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might be more appropriate that more information on the work undertaken by the 
auditor is made available in other formats. 

 
(18) The IOSCO Consultation Paper suggests that additional communications in the 

audit report could result in more transparency which would enable investors to 
assess the quality of the audit and auditors. FEE is of the view that the purpose 
of an audit report is not to assess audit quality as the audit report is a record of 
the audit opinion on this process as a whole. Instead audit quality and 
improvements to it is the responsibility of audit oversight regimes and their 
reports should help investors assess audit quality. In Europe a description of the 
internal quality control system and a confirmation of the effectiveness of its 
functioning by the management of the audit firm is published by all audit firms 
auditing public interest entities in accordance with Article 40 of the Statutory 
Audit Directive. FEE is of the view that such communication on audit quality is 
sufficient without there being a need to include such information in audit 
reports.   

 
 
Question 2. Would investors prefer a more concise audit report (e.g., a one-
sentence report that includes only the auditor‘s opinion on whether the financial 
statements are fairly presented)? If so, why?  
 
(19) FEE is a long-standing supporter of the implementation of International 

Standards on Auditing (ISAs) for audits in Europe. FEE also supports the audit 
report as set out in ISA 700 “Forming an opinion and reporting on financial 
statements”.  

 
(20) The IAASB has undertaken a research project to analyse the usefulness of the 

audit report, as per its Strategy and Work Program 2009-2011, which is also 
highlighted in the IOSCO Consultation Paper. When conducting this research 
project, the IAASB is expected to gather input from a wide range of 
stakeholders, including investors, in accordance with its rigorous due process.  

 
(21) Some preliminary results of this research project have been discussed at the 

IAASB Board in December 2009 based on analyses carried out by the IAASB 
Working Group responsible for the project5. The preliminary results show 
among other things that auditors’ reports are valued by users mainly due to its 
existence rather than its content and that the audit expectations gap surrounding 
the scope and purpose of an audit of financial statements, and the auditor’s role 
and responsibilities in that regard, is persistent and very hard to change. The 
IAASB working group has recommended that the information and key messages 
obtained from this project to date would be a useful preliminary basis for a further 
consideration of auditor reporting issues.  

 

                                                  

5 http://www.ifac.org/IAASB/Meeting-BGPapers.php?MID=0169&ViewCat=1191 
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(22) Although expressing general support for the audit report as defined in ISA 700, 
FEE would be of the view that improvements to the current standard ISA audit 
report could be considered as mentioned by other commentators when raising 
some points of criticisms on the current audit report as highlighted in the IOSCO 
Consultation Paper.   

 
(23) Therefore, FEE supports the research project of the IAASB and is open-minded 

for assessing its results. However, it is important to FEE that any changes to the 
audit report should continue to ensure that the audit report is concise, cost 
effective and balanced as far as responsibility and liability is concerned. As FEE 
is a strong believer in the concept of ‘an audit is and audit’, any changes should 
ordinarily also be applicable to audit reports for all entities and not solely to 
audit reports for public interest entities. FEE would therefore recommend to wait 
for the final outcome of the IAASB research project as FEE believes it is too 
premature to conclude on the usefulness and quality of the audit report before 
the IAASB research project has been completed.  

 
 
Question 3. Are investors receiving information about the audit that they need 
to make informed investment decisions? If not, who should provide this 
information—management or the auditor? For information that should be 
provided by the auditor, should changes to the standard audit report be made or 
are other auditor communications warranted? What should any new or revised 
auditor communications address (e.g., an auditor‘s analysis of risks and other 
findings in an audit, a report on the quality of an issuer‘s financial reporting, an 
auditor‘s discussion and analysis of their independence and the work performed 
in an audit) and what form should it take (e.g., a revised standard audit report or 
a new auditor communication)? How would this additional information affect 
investors‘ use of audited financial statements? Over time, would the utility of 
such information diminish?  
 
(24) The level of auditor’s involvement with providing information to investors 

should be considered from a cost/benefit perspective – the auditor’s 
engagement risk may make some engagements of a prospective and/or 
subjective nature prohibitively expensive - and from a theoretical perspective it 
will depend on the ability to identify suitable criteria and the level of assurance 
agreed.  

 
(25) In addition, auditors’ involvement with and responsibilities for providing 

information to investors regarding the financial situation of an entity cannot 
exceed the responsibilities assumed by management and/or those charged with 
governance of that entity. The various parties, management, those charged with 
governance, auditors, investors, regulators, other users etc, all have different 
levels of responsibility when it comes to involvement with an entity and its 
decision-making process. This entails that the different parties also have 
different information needs for them to successfully assume their respective 
responsibilities. FEE is therefore not of the view that the same information and 
the same information flow are equally available to all parties, it should rather be 
focused and directed in a way that is most relevant for each party to assume its 
responsibilities.  
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(26) Furthermore, the audit report provides information to investors annually, whilst 
investors in general require information to be available for them much more 
frequently. Such additional information to investors is currently provided under 
the responsibility of the management of the entity as part of the regular dialogue 
between an entity and its investors. Auditor’s involvement with providing 
information to investors, if any, can only be secondary to management’s 
primary responsibility for the information provided. In addition, management 
and those charged with governance, including the board(s) and audit committee, 
carry out their decisions on behalf of and by delegation from the shareholders 
and investors of the entity. If investors are not content with the decisions made 
or the information received, investors will in accordance with the legislative 
requirements and the statutes for the entity, have the ability to influence the 
decisions made, including the decision to appoint other individuals.  

 
(27) In this context it is important that management ensures that the entity has 

provided all the relevant information needed by investors to take informed 
investment decisions as required under IFRS and European legislation. If 
management does not comply with the requirements for true and fair 
presentation of the entity’s financial statement, the auditor performing a 
financial statement audit will have to consider the implications of that on their 
audit report.  

 
(28) The various users have different information needs, especially considering the 

broad variety of users of the audit report. Based on the analysis carried out by 
the IAASB Working Group on Auditor’s Report, the preliminary conclusion is 
that “users appear to want additional reporting of matters that are covered by an 
audit of financial statements, and also of matters that are not currently covered 
by the audit of financial statements”. One of the research studies commissioned 
by the IAASB concludes in this context that one example of this additional 
reporting by the auditor could be “disclosures of information/messages 
communicated to the audit committee of the audited entity”6.   

 
(29) In this context it should be highlighted that the basic requirements for 

information submitted to an audit committee of European public interest entities 
are set out in Article 41 of the Statutory Audit Directive where the statutory 
auditor is required to “report to the audit committee on key matters arising from 
the statutory audit, and in particular on material weaknesses in internal control 
in relation to the financial reporting process”. This information from the auditor 
to the Audit Committee is therefore under European legislation directed at the 
Audit Committee and is not intended to be published. The information is 
therefore confidential information and cannot necessarily be published by the 
entity itself. If the information is considered to be price sensitive information, all 
listed companies under European legislation are in any case required to publish 
this information in accordance with the requirements in the directives on Market 
Abuse and Transparency.  

                                                  

6 http://www.ifac.org/IAASB/Meeting-BGPapers.php?MID=0169&ViewCat=1191 



  Page 7 of 8 

 
 

 

Avenue d’Auderghem 22-28 • B-1040 Brussels • Tel: +32 (0)2 285 40 85 • Fax: +32 (0)2 231 11 12 • secretariat@fee.be • www.fee.be 

Association Internationale reconnue par Arrêté Royal en date du 30 décembre 1986 

Question 4. If new or revised auditor communications are desired, would such 
communications be practicable? What legal, regulatory and practical challenges 
would preclude such communications? What criteria or principles should 
regulators use to determine what additional information should be provided? 
Are there any alternative mechanisms for investors to receive this information 
without encountering these challenges (e.g., instead of new or revised auditor 
communications, mechanisms such as new or revised disclosures by 
management or those charged with governance)?  
 
(30) As stated above, FEE believes that additional information besides information 

given by the auditor in the audit report on the annual financial statements could 
be considered to be provided. 

 
(31) In general, auditors’ involvement and responsibilities for providing information 

to investors regarding the financial situation of an entity cannot exceed the 
responsibilities assumed by management and/or those charged with governance 
of the entity. In the European Union, direct auditor communications are subject 
to a variety of more or less restrictive national laws and regulations and are 
oftentimes limited to private auditor communications to specific regulators. 
Currently, only in cases where management and/or those charged with 
governance do not comply with applicable reporting requirements and this lack 
of information affects the true and fair view of the financial statements, the 
auditor has to consider to publicly inform investors of this fact.   

 
(32) In response to the second paragraph under ‘Advantages and Disadvantages’ on 

page 20, we would also like to point out that transparency in the audit process 
and audit reporting does not necessarily enhance audit quality. For further detail 
in this respect, we refer to the FEE comments on the IOSCO Consultation Paper 
on Transparency of Firms that Audit Public Companies. 

 
(33) Furthermore, investor decisions for optimising future returns on investments 

made are normally based on prospective and forward looking information. 
Therefore, management and those charged with governance of an entity 
supplement the information in the annual financial statements with more timely 
financial and other information on the entity, which is provided in documents 
such as analysts’ briefings, quarterly and half-yearly financial highlights. The 
level of auditor’s involvement should be considered from a cost/benefit 
perspective. The level of work required may make some engagements of a 
prospective and/or subjective nature prohibitively expensive. In addition such 
prospective information cannot be covered effectively by an audit or assurance 
engagement and auditors would thus have difficulties in providing a useful 
opinion on such information. If an opinion on forecast information is to be 
provided auditor’s liability for any forecast information, which with hindsight is 
revealed as not reflecting the outcome, should be taken into consideration in this 
context. 

 
(34) Preparers and issuers could be invited to consider which other information could 

be made public for the benefit of investors without harming the operational, 
commercial and other interests of the entity. 
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(35) Therefore, a broad-based debate with all relevant stakeholders is preferable 
before far-reaching legal and regulatory changes would be envisioned.  

  
For further information on this FEE letter7, please contact Mrs. Hilde Blomme at +32 2 
285 40 77 or via email at hilde.blomme@fee.be from the FEE Secretariat.  
 
 
Yours sincerely, 
 

 

 
Hans van Damme 
President 
 

                                                  

7 FEE is the Fédération des Experts comptables Européens (Federation of European Accountants). It represents 
43 professional institutes of accountants and auditors from 32 European countries, including all of the 27 EU 
Member States. In representing the European accountancy profession, FEE recognises the public interest. It has 
a combined membership of more than 500.000 professional accountants, working in different capacities in 
public practice, small and big firms, government and education, who all contribute to a more efficient, 
transparent and sustainable European economy. 
 
FEE’s objectives are: 
 
• To promote and advance the interests of the European accountancy profession in the broadest sense 

recognising the public interest in the work of the profession; 
• To work towards the enhancement, harmonisation and liberalisation of the practice and regulation of 

accountancy, statutory audit and financial reporting in Europe in both the public and private sector, taking 
account of developments at a worldwide level and, where necessary, promoting and defending specific 
European interests; 

• To promote co-operation among the professional accountancy bodies in Europe in relation to issues of 
common interest in both the public and private sector; 

• To identify developments that may have an impact on the practice of accountancy, statutory audit and 
financial reporting at an early stage, to advise Member Bodies of such developments and, in conjunction 
with Member Bodies, to seek to influence the outcome; 

• To be the sole representative and consultative organisation of the European accountancy profession in 
relation to the EU institutions; 

• To represent the European accountancy profession at the international level. 
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Dear Mr Tanzer 

Public Comment on the Auditor Communications: Consultation Report 
Grant Thornton International Ltd (Grant Thornton) welcomes the opportunity to comment 
on the above-referenced consultation report, and we support the approach taken by IOSCO 
in seeking views from stakeholders.  

Support for the IAASB as the sole international body to set auditing 
standards 
Grant Thornton supports the International Auditing and Assurance Standards Board 
(IAASB) as the sole international body to set standards of auditing. We are pleased that 
IOSCO shares this view, as explained in its June 2009 statement welcoming the publication 
of the clarified ISAs. In our opinion the IAASB enjoys widespread support from the 
Financial Stability Board, the European Union and more than 100 countries because the 
standard setting process is robust and is enhanced inter alia by input from the Monitoring 
Group, the Public Interest Oversight Board and the Consultative Advisory Group.  

We agree that securities regulators have an interest in ensuring high quality global standards 
of auditing and reporting; therefore we strongly support IOSCO's engagement with 
standard setters and in the standard setting process, and we assume that IOSCO will use the 
results of this consultation to feed into the IAASB's work related to auditor communication, 
which will enable IOSCO to most effectively support the G20 vision in the auditing context 
for development and adoption of a single set of high quality international standards. We 
would not support an alternative recommendation to IOSCO member bodies on auditor 
reporting.  

Concerns about the structure and wording of the current audit report 
We acknowledge that concerns exist about the structure and wording of the current audit 
report. Grant Thornton welcomes discussion among all stakeholders. We support change to 
the auditor reporting model where that change is demonstrated to have the broad support 
of investors, who have been acknowledged by IAASB and the International Accounting 
Standards Board (IASB) as the primary users of financial statements. In a survey by Ipsos 
Mori(1) of more than 400 investors across nine countries, when asked for their preference 
43% supported a "longer, more detailed report," and 41% supported a "shorter, more 
succinct report." Accordingly, we question whether there is yet broad consensus among 

Mr Greg Tanzer 
Secretary General 
IOSCO General Secretariat 
Calle Oquendo 12 
28006 Madrid 
Spain 
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investors on what changes should be made to the audit report, but we support IAASB and 
other efforts to identify where there is agreement.  

Factors to consider with respect to auditor communications 
We note from comments reported from the IOSCO roundtable, and subsequently in other 
fora, that there is a wide range of views on how the auditor should report its audit findings. 
Some investors favour a straightforward opinion from the auditor that is clear, unambiguous 
and requires the auditor to arrive at a qualified/unqualified decision. Others consider that a 
qualified or unqualified audit opinion meets only minimum needs, and they want the auditor 
to support its opinion with statements about, among other areas, the relative quality of 
accounting records, judgments and estimates made by management, and/or judgments 
made by the auditor. Grant Thornton will support changes to the audit report which 
improve clarity and foster greater understanding by users. 

We believe that some form of auditor reporting in addition to the audit would be valuable to 
investors because they receive significant information from the company on which there is 
no form of independent assurance. Therefore, we would welcome discussion of all aspects 
related to such reporting including assurance standards and liability limitation.  

In our view the issue of communications to investors is wider than just audit reporting. We 
set out below some of the factors that we expect will form part of the discussion around 
communications to investors:   

• There is a fine line between informative, entity-specific auditor reporting and 
unclear or inconsistent language in the audit report. 

• Many of the calls for more information about audit quality would more 
appropriately be addressed by greater transparency of findings from auditor 
oversight entities. 

• Many of the calls for more entity-specific information to be provided by the auditor 
would more appropriately be addressed by better disclosure of judgments and 
estimates by management and audit committees.  

• Discussions about additional information provided by the auditor in the audit 
report sometimes stray beyond reporting on the financial statements, which will 
require consideration of issues related to cost versus benefit, the addressee of the 
audit report, and the potential impact on the investor's understanding of the role of 
the auditor. 

We support more meaningful commentary and analysis by preparers, which is the subject of 
ongoing work around the world. For example, the International Corporate Governance 
Network has produced a Statement and Guidance on Non-Financial Business Reporting 
(2008), and the IASB has an ongoing project on Management Commentary. Valuable 
disclosure will be specific to the entity and its business, contain financial and non-financial 
information, put historical information in the context of the entity's strategy and goals, and 
build on historical information in giving forward-looking analysis. 
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* * * 

We answer the specific questions posed by the Committee in an appendix to this letter. If 
you have any questions on this letter, please contact April Mackenzie (phone: +1 212 542 
9789; email: April.Mackenzie@gt.com); or Nick Jeffrey (phone: +44 207 728 2787; email: 
Nick.Jeffrey@gtuk.com). 

Yours faithfully 

 
April Mackenzie 
Global Head - public policy and external affairs 
Grant Thornton International Ltd 
Direct T: +1 212 542 9789 
E: April.Mackenzie@gt.com 
 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

(1) Ipsos Mori Global Investor Survey 2009 The Standards Working Group of the Global Public Policy Committee (GPPC) commissioned Ipsos Mori to conduct research among investors who buy, 

sell, and/or analyse securities.  Over 400 interviews were conducted. The research was fielded during 2009 in the US, UK, France, Germany, Japan, India, Singapore, Hong Kong, and China 
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Appendix – Consultation Questions 
 
Question 1:  Is the standard audit report useful to investors?  If not, why? 

Grant Thornton response:  Investors have told us during informal discussions that they 
find the audit report useful in that they appreciate a formal opinion on the fair presentation 
of the financial statements prepared by management. 

However, our informal discussions with investors also indicate a desire for a greater 
understanding of the judgments made by the auditor in reaching its audit conclusion, where 
that information does not form part of the disclosures about judgments and estimates made 
by management in the audited financial statements (see response to question 3 below). 

The usefulness of the audit report is evidenced in many jurisdictions by a statutory 
requirement for an independent audit of the financial statements. The courts and audit 
regulators also treat the audit opinion as valuable. 

Question 2:  Would investors prefer a more concise audit report (e.g., a one-sentence report that includes 
only the auditor’s opinion on whether the financial statements are fairly presented)? If so, why? 

Grant Thornton response:  Our understanding is that investors largely ignore the standard 
explanatory text in the body of the audit report, and concentrate only on the opinion 
section. 

Nevertheless, the other paragraphs give context to the opinion and provide clarity on the 
relative responsibilities of management and auditors. We believe removal of those 
paragraphs would lead to a deterioration of understanding by investors. 

Question 3:  Are investors receiving information about the audit that they need to make informed 
investment decisions? If not, who should provide this information—management or the auditor? For 
information that should be provided by the auditor, should changes to the standard audit report be made or 
are other auditor communications warranted? What should any new or revised auditor communications 
address (e.g., an auditor's analysis of risks and other findings in an audit, a report on the quality of an 
issuer‘s financial reporting, an auditor's discussion and analysis of their independence and the work 
performed in an audit) and what form should it take (e.g., a revised standard audit report or a new auditor 
communication)? How would this additional information affect investors' use of audited financial statements? 
Over time, would the utility of such information diminish? 

Grant Thornton response:  We believe that investors are receiving information about the 
audit that they need to make informed investment decisions. However, we have heard from 
some investors that additional information would be helpful. A common though not 
universal view expressed by investors is that the auditor could usefully explain judgments 
and estimates made in preparing and auditing the financial statements. While the auditor's 
opinion is based on information that is available to management, the auditor's knowledge of 
the business is not as deep as management's knowledge. The judgments and estimates made 
in the preparation of financial statements are those of management. Therefore better 
disclosure of judgements and estimates in the financial statements should be the primary 
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responsibility of management, and those disclosures would fall within the scope of the audit 
opinion on the financial statements. 

It is the responsibility of management to communicate with investors about risks to the 
business as they have sole responsibility and authority for such decisions. The auditor 
already has a responsibility to report where it identifies statements by management alongside 
the financial statements in the annual report (including statements about risk) which are 
inconsistent with the auditor's understanding of the business. 

We believe that for the foreseeable future a qualified/unqualified opinion on the financial 
statements will continue to have value to investors because all other disclosure about the 
business is built on that bedrock. However, we also support continuing engagement with 
investors to enhance understanding and seek changes in auditor reporting where they would 
derive benefit that exceed the cost.  

To summarise, we believe that much of the additional information about the audit that is 
requested by some investors is more appropriately given by management, such as that 
related to controls, risk, risk management, and judgments and estimates in financial 
reporting. Information about audit quality is more meaningfully given by auditor oversight 
bodies. We believe that the current auditor reporting model has value, but that there could 
be scope for enhancements. 

Question 4:  If new or revised auditor communications are desired, would such communications be 
practicable? What legal, regulatory and practical challenges would preclude such communications? What 
criteria or principles should regulators use to determine what additional information should be provided? Are 
there any alternative mechanisms for investors to receive this information without encountering these challenges 
(e.g., instead of new or revised auditor communications, mechanisms such as new or revised disclosures by 
management or those charged with governance)? 

Grant Thornton response:  The guiding principle for standard setters in considering 
provision of additional information to investors about the financial statements, including 
relative reliability of that information, should be that it enhances the understanding of those 
investors in a cost effective manner. 

We believe that there is scope for an international standard for the auditor to give an 
additional opinion on the operation of internal controls over financial reporting where 
management is required to assess reporting risks, design reporting controls and implement 
appropriate procedures. 

The legal, regulatory and practical challenges will follow from the nature of additional 
information. Legal challenges could include duty of care of the auditor, liability of 
management and/or the auditor, and safe harbour provisions to encourage meaningful 
disclosure by management and/or the auditor. Regulatory challenges would include whether 
any additional disclosure by auditors, and the work required to support that disclosure, 
should fall within the remit of the audit regulator. Investors will want to ensure that the 
benefits of additional information justify the additional costs incurred by the company. 
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Mr Greg Tanzer 
Secretary General  
IOSCO General Secretariat 
Calle Oquendo 12 
28006 Madrid 
Spain 
 
 
SENT BY EMAIL: AuditorCommunications@iosco.org 
 
15 January 2010 
 
 
Dear Mr. Tanzer, 
 
Auditor Communications – Response to Consultation Report 
 
We strongly welcome this IOSCO initiative to consider key matters in relation to the audit, and 
welcome the opportunity to comment on the consultation in relation to auditor reports.  
 
By way of background, Hermes is one of the largest asset managers in the City of London. As part of 
our Equity Ownership Service, we also respond to consultations on behalf of many clients from 
around Europe and the world, including the BBC Pension Trust, Highland Good Steward (USA), the 
Lothian Pension Fund, PKA of Denmark, The National Pension Reserve Fund of Ireland, PNO Media 
(Netherlands), Canada’s Public Sector Pensions Investment Board and VicSuper of Australia  (only 
those clients which have expressly given their support to this response are listed here). 
 
We firmly welcome IOSCO’s attention to the issue of audit reports. These are currently unsatisfactory 
and should be significantly enhanced. We are strong supporters of the new UK audit report, as 
highlighted in the IOSCO consultation, and believe that this can and should form the basis for audit 
reports internationally. We would, however, welcome these reports being extended further by 
including an auditor view as to the relative aggressiveness of the accounting judgements made by the 
reporting entity. We would also welcome requirements for the auditor to report on further 
disclosures by management and those charged with governance such as those we outline in response 
to the final question. 
 
We answer the specific questions in the consultation paper below. 
 
Yours sincerely, 
 
 
 
Paul Lee 
Director 
 

1. Is the standard audit report useful to investors? If not, why?  



 
The current audit report is not useful to investors. 
 
At present the audit report contains much that is not a report from the auditor. Rather, it is a 
defensive outline more of what the auditor does, and indeed, does not do – apparently designed solely 
to limit the auditor's liability rather than enlighten investors with regard to the audit or audited entity 
in question. Even the outline of what an audit involves seems designed from this negative perspective 
rather than a positive one. We believe that this sort of audit report not only does not provide value to 
investors, it does a significant disservice to the audit profession by emphasising not the value that the 
auditor brings through the audit but rather highlighting what investors should not expect from the 
auditor. We believe that this is the more important expectations gap these days: through such poor 
reporting to investors, they are invited to expect nothing of value from an audit. If the profession 
genuinely wishes to foster its own future we need to ensure that rather than emphasising what little 
can be expected from an audit, the audit report needs to highlight the positive value that an audit 
brings for investors. 

 
These issues are sometimes referred to as 'readability'. We do not believe that the current problem 
with auditors' reports is that they are not readable but rather that they are not worth reading: 
currently the page‐long or more reports published in every annual report boil down to a single 
sentence which is informative, and that provides simply a yes or no answer. We would welcome 
reports which were worth reading because they give us as shareholders some insight into our 
company and into the quality work which the auditors have carried out. 
 

2.     Would investors prefer a more concise audit report (eg a one‐sentence report that includes only the 
auditor‘s opinion on whether the financial statements are fairly presented)? If so, why?  

 
We would welcome reform of the audit report. We believe that a refocusing on the positive value 
added by the audit is needed and that will require a removal of the excess verbiage which emphasises 
more what an audit does not do than the value that it brings. 
 
This would argue for a radical trimming down of the audit report to a more concise form, though we 
are not supporters of a reduction to a single line. We are strongly supportive of the new UK audit 
report – and played a key role in helping develop this new approach – which removes the useless 
language and so helps focus attention on the range of audit decisions made before the audit is signed 
off, including both the positive and the negative reassurances given to investors.  
 
As in the UK, however, we would regard this paring down of the audit report as only a first step to a 
further realignment of the audit report with the needs of investors. We would welcome much more 
company‐specific discussion in audit reports – not simply the generic industry discussion seen in the 
French long‐form reporting – and believe that this is a crucial way for auditors genuinely to 
demonstrate the value which they are adding for investors. We are part of the UK working group on 
this issue and we would hope that IOSCO and other regulators will be responsive to the conclusions of 
this group. 
 
One area which we are keen to see explored is the extent to which there is scope for the auditors to 
report on their view as to the degree of aggression in the audited entity's accounting choices. 
 

3.      Are investors receiving information about the audit that they need to make informed investment 
decisions? If not, who should provide this information—management or the auditor? For 
information that should be provided by the auditor, should changes to the standard audit report be 
made or are other auditor communications warranted? What should any new or revised auditor 
communications address (eg an auditor‘s analysis of risks and other findings in an audit, a report on 
the quality of an issuer‘s financial reporting, an auditor‘s discussion and analysis of their 
independence and the work performed in an audit) and what form should it take (eg a revised 
standard audit report or a new auditor communication)? How would this additional information 
affect investors‘ use of audited financial statements? Over time, would the utility of such 
information diminish?  
 



As discussed above, we do not believe that the current audit report is fit for purpose. It does not 
provide useful information to investors. We acknowledge that there are limits to what the auditor can 
be expected to report in terms of statements which are not responding to items in existing corporate 
reporting rather than in terms of commentary on management statements or comments by those 
charged with governance. The appropriate first step in many cases will be more qualitative reporting 
by management and/or those charged with governance on the judgements and decisions involved in 
making their reports to investors, and then subsequently the auditor can be asked to report on the 
quality and transparency of these management disclosures. This is one of the attractions of the new 
UK model for the audit report: it introduces a framework under which auditor comments by exception 
are formally brought to investor attention even where the exception is not triggered, enabling users of 
financial reporting a fuller insight into the work of the auditor and additional confidence in the 
reporting by management. 
 

We believe that the audit report is the right place for enhanced reporting by the auditor and would 
not welcome the introduction of a new parallel form of report. 
 

We believe that asking auditors to make more of a qualitative statement on the audited entity’s 
reporting would provide investors with real value and that this value would certainly not be 
diminished over time – provided that the willingness of auditors to make professional judgements was 
not diminished over time. 

 
4.      If new or revised auditor communications are desired, would such communications be practicable? 

What legal, regulatory and practical challenges would preclude such communications? What 
criteria or principles should regulators use to determine what additional information should be 
provided? Are there any alternative mechanisms for investors to receive this information without 
encountering these challenges (eg instead of new or revised auditor communications, mechanisms 
such as new or revised disclosures by management or those charged with governance)?  

 
We do not believe that there are relevant legal, regulatory or practical challenges to auditors 
providing investors with enhanced reporting. We believe that there is a barrier in the form of 
professional will among the auditing profession to make more apparent the value which its work 
brings. 
 
As indicated above, we would welcome enhanced disclosure requirements of management and also 
those charged with governance, and we would also welcome enhanced disclosure requirements of the 
auditors to respond to these disclosures, probably in terms of highlighting where the disclosures are 
contraty to evidence highlighted in the audit, or a statement that there was no such evidence 
identified as well as to make the qualitative comments regarding the degree of aggressiveness in the 
accounting choices made by management. The areas on which we would welcome further company 
disclosure, and auditor assurance in response to, would be: 

 
- reports from management – the up to five key areas of audit judgement and why the relevant 

accounting choices have been made; which are the key assumptions embedded within the 
corporate reporting and what impact would alternative assumptions have made; significant 
changes to the business, including segmentation, capital structure, M&A divestments, and the 
reasons for these; risk management appetite and approach. 

 
- reports from the audit committee (or equivalent forum for those charged with governance) – 

the up to five key areas of accounting judgement which they asked the audit to focus on and 
which proved the largest areas of discussion with the auditors; how did the committee reach 
its view on key concerns identified in the audit and how these were addressed; how 
recommendations from past audits were followed up how the committee gains effective 
confidence regarding risk oversight and the effectiveness of mitigation. 



 
 
 
January 15, 2010 
 
 
Greg Tanzer 
Secretary General 
IOSCO General Secretariat 
Calle Oquendo 12 
28006 Madrid 
Spain 
 
Electronically via AuditorCommunications@iosco.org   
 
Dear Mr. Tanzer, 

Public Comment on the Auditor Communications: Consultation Report 

The International Auditing and Assurance Standards Board (IAASB) shares the view that 
financial statements are one of the most important sources of information that investors use in 
making investment decisions. It is therefore critical that the auditor’s report – the primary 
means by which auditors communicate to users of financial statements regarding their audits – 
needs to communicate appropriate information to users and its form and content should 
facilitate audit quality. For these reasons, the IAASB has revised its International Standards on 
Auditing (ISAs) that address auditor reporting. These ISAs are now effective for audits of 
financial statements for periods beginning on or after December 15, 2009.  

The IAASB also shares the view that users’ understanding of the auditor’s report, their 
perceptions thereon, and whether their needs are being met are extremely important topics in the 
discussion of the role of auditor communications. Accordingly, the IAASB has commenced 
discussion of key messages concerning user perceptions of the auditor’s report identified from 
analysis of relevant information on that subject.1 This information includes findings from four 
research studies2 that examined the nature of user perceptions regarding the financial statement 
audit and the auditor’s report among various classes of financial statement and audit report users 
in international settings. Related, the IAASB has also held initial discussions at its December 
2009 meeting on the topic of audit quality more generally, recognizing that audit quality and 

osely linked.auditor communications are cl 3 
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Accordingly, while the IAASB appreciates the opportunity to comment on the IOSCO 
Technical Committee’s Consultation Report on Auditor Communications, it is not in a position 
to do so at this early stage of its work to examine and deliberate the issues.  

We believe the work of the IOSCO Technical Committee will provide a further important 
source of information. We would be pleased to discuss how best to incorporate the current 
efforts of the Technical Committee in the deliberations of the IAASB.      

Please do not hesitate to contact me should you wish to discuss these topics further. 

 

Y

 

ours sincerely, 

 
 

Prof. Arnold Schilder 

Chair, IAASB 

CC:  Ian Ball, Chief Executive Officer, International Federation of Accountants (IFAC) 

 James Gunn, Technical Director, IAASB  

 Diana Hillier, Deputy Chair, IAASB 

 Jim Sylph, Executive Director, Professional Standards, IFAC  
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Secretary General 
IOSCO General Secretariat 
Calle Oquendo 12 
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Spain 

 
auditorcommunications@iosco.org  
 
 
 
15 January 2010 
 
 
 
Dear Mr Tanzer 
 
IOSCO CONSULTATION PAPER: AUDITOR COMMUNICATIONS 
 
The Institute of Chartered Accountants of Scotland’s Audit and Assurance Committee welcomes the 
opportunity to comment on the above Consultation Paper. 
 
The Institute is the first incorporated professional accountancy body in the world.  The Institute’s Charter 
requires the Audit and Assurance Committee to act primarily in the public interest, and our responses to 
consultations are therefore intended to place the general public interest first.  Our Charter also requires us 
to represent our members’ views and protect their interests, but in the rare cases where these are at odds 
with the public interest, it is the public interest which must be paramount. 
 
The Institute’s Audit and Assurance Committee (AAC) recently commissioned its own research on the 
subject of auditor communications.  A survey and a series of interviews sought the views of investment 
professionals on the usefulness of the statutory audit and the audit report.  The ICAS Research Committee 
also sponsored a piece of research by Professor Ian Fraser of the University of Stirling, which is due to be 
published early 2010.  This research focused specifically on the management commentary in the context of 
the audit but also considered the usefulness of the audit report more generally. 
 
The Committee felt that it was difficult to discuss changes to the audit report in isolation without 
considering corporate reporting in its entirety.  Many issues identified with the audit report are also 
suggestive of deficiencies in corporate reporting. 
 
It is the view of the Committee that this consultation should feed into a wider debate on the future of 
corporate reporting at the international level.  IOSCO should ensure that the findings from this 
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consultation are reported to the IAASB and other interested parties and further consultation and 
discussion should be undertaken.  
 
The Committee used the research findings to form the basis of a focused discussion on what the audit 
report should look like.  Our responses to the specific questions can be found below. 
 
Question One 
Is the standard audit report useful to investors?  If not, why? 
 
Response 
Our research supported a clear consensus on the high value placed on the statutory audit and overall a 
good understanding of what the audit involved and its inherent limitations.  Respondents generally agreed 
that they did not read the audit report unless it expressed a qualified opinion.  Some felt that the audit 
report was quite long and that there was not enough company-specific information. 
 
The Committee felt that the current audit report had expanded over time as a result of the perceived 
expectation gap and liability concerns.  Our research suggests that the expectation gap is not as wide as 
initially thought and therefore there may be no need to include such wording within the report itself.  The 
Committee suggested that much of the wording could be relegated to a website hyperlinked to the report, 
keeping the report itself shorter. 
 
The Committee firmly believed that the audit opinion should continue to state whether the accounts are 
true and fair or not.  A qualified or unqualified opinion is simple and easily understood – the layman can 
immediately identify whether there is any cause for concern.  The fact that respondents to our survey only 
read a qualified audit report demonstrates that the current opinion is capable of signposting whether the 
audit report contains further decision-critical information.  The current audit opinion also allows investors 
to compare the audit reports of different companies with relative ease. 
 
The views of the respondents to our research and those of the Committee support the retention of the 
current audit opinion.  However, we would like to see the report simplified with much of the explanatory 
wording included on a publicly available website and hyperlinked from the report. 
 
Question Two 
Would investors prefer a more concise audit report (e.g. a one-sentence report that includes only the auditor’s opinion on 
whether the financial statements are fairly presented)?  If so, why? 
 
Response 
As explained in the answer to Question One, the Committee felt that the audit report should contain the 
audit opinion and the bare minimum of additional wording.  The current opinion states that the financial 
statements are true and fair and not materially misstated.  In addition, the UK audit report contains an 
additional opinion on consistency between the annual report and the financial statements and further 
requirements under legislation.  Other jurisdictions will have similar requirements.  The Committee 
believes that such consistency opinions are important but they must be clear to the reader – our research 
suggested that there was sometimes confusion over what parts of the annual report were covered by the 
audit opinion and the level of assurance.  There should be a requirement for clarity for any additions to the 
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opinion.   
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The Committee also felt that the position of the audit report could make it difficult for an uninformed 
reader to find if they did not know where to look.  The position of the audit report is critical because it is 
placed immediately before the financial statements on which the audit opinion is given.  The Committee 
felt it was not appropriate to change this.  Instead, the Committee felt that the Chairman’s statement or 
similar, which is generally prominently placed towards the beginning of the annual report, should contain a 
reference to the audit opinion with an explanation if the opinion is qualified. 
 
Question Three 
Are investors receiving information about the audit that they need to make informed investment decisions?  If not, who should 
provide this information – management or the auditor?  For information that should be provided by the auditor, should 
changes to the standard audit report be made or are other auditor communications  warranted?  What should any new 
or revised auditor communications address (e.g. an auditor’s analysis of risks and other findings in an audit, a report on the 
quality of  an issuer’s financial reporting, an auditor’s discussion and analysis of their independence and the work 
performed in an audit) and what form should it take (e.g. a revised standard audit report or a new auditor communication)?  
How would this additional information affect investors’ use of audited financial statements?  Over time, would the utility of 
such information diminish? 
 
Response 
The Committee’s research concluded that there was an appetite amongst investment professionals for 
more company-specific information.  The auditor-client relationship is such that the auditor is privy to 
confidential and sensitive information about their client – information which investors will always desire to 
know.  It is the firm belief of the Committee that the audit report should not be compensating for the 
deficiencies of information provided by management.  The audit report is not the place for detailed 
company information. 
 
The Committee felt that there was an issue with the annual report itself and the quality of information 
provided in this document.  The Committee proposed that a clear analysis of the key risks facing the 
business and the main sources of assurance for management over these risks would be a valuable addition 
to the annual report.  This could be in the form of a simple table listing the key risks and demonstrating 
the various sources of assurance – e.g. internal audit, external audit, IT application controls, etc.  The audit 
opinion could then contain a reference to this table stating that the auditors do not disagree with this 
analysis.   
 
The Committee believes that auditor communications and corporate reporting need to be able to evolve 
over time to suit the differing needs of the users.  A current example is the recent focus on sustainability 
reporting and the assurance auditors will be able to provide over such reporting.  The audit report must be 
flexible enough to cope with such changing demands and this provides another argument for simplifying 
the opinion and the report. 
 
We as a Committee suggest that it is necessary to align any debate on the future of the audit report with a 
debate on corporate reporting more widely.     
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Question Four 
If new or revised auditor communications are desired, would such communications  be practicable?  What legal, regulatory and 
practical challenges would preclude such communications?  What criteria or principles should regulators use to determine what 
additional information should be provided?  Are there any alternative mechanisms for investors to receive this information 
without encountering these challenges (e.g. instead of new or revised auditor communications, mechanisms such  as new or revised 
disclosures by management or those charged with governance? 
 
Response 
The Committee believes that the auditor’s responsibility remains to provide an opinion on the truth and 
fairness of the financial statements.  Management are responsible for providing information to potential 
investors and the auditor’s responsibility extends only as far as ensuring that management do not mislead 
users of the annual report by publishing information that is inconsistent with the audited financial 
statements.  The report to those charged with governance under ISA 260 remains the most appropriate 
forum to report on audit findings.   
 
The UK companies legislation makes provision for shareholders to question the auditors at the Annual 
General Meeting.  The Committee believes that informal communication between the shareholders and the 
auditors is the most appropriate forum for the provision of additional information.  The purpose of the 
audit report should be solely to report the audit opinion.   
 
 
I hope our comments are useful to you.  If you wish to discuss any of them please do not hesitate to 
contact me. 
 
Yours sincerely 
 
 
 
KAREN SHAW 
Assistant Director, Accounting and Auditing 
Secretary to the Audit and Assurance Committee 
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January 15, 2010 
 

 

Dear Mr Tanzer 

Mr Greg Tanzer 
Secretary General 
IOSCO General Secretariat 
Calle Oquendo 12 
28006 Madrid 
Spain  
 
By Email: AuditorCommunications@iosco.org 

Re.: Public Comment on the Auditor Communications: Consultation 
Report 

The Institut der Wirtschaftsprüfer (IDW) [Institute of Public Auditors in Germany] 
is pleased to have the opportunity to comment on the above-mentioned 
consultation report. We support IOSCO’s initiative in preparing the above-
mentioned international consultation report because we believe the responses 
will be helpful to standard setters as they seek to address the issue of auditor 
communication to the various interested parties. We commend IOSCO on the 
preparation of the consultation report, which appears well researched and 
includes citations from a wide variety of sources. The discussions of the 
advantages and disadvantages of various suggestions are generally well-
rounded. However, we were disappointed to note that there is no reference to 
certain papers issued by the Fédération des Experts Comptables Européens 
(FEE), parts of which are highly relevant to many of the issues addressed in the 
consultation report. In particular, we would like to draw attention to the FEE 
Issues Paper “Principles of Assurance” published in 2003 and the FEE Paper 
“Selected Issues Relating to Financial Statement Audits” published in 2007 
(available from the FEE website free of charge). 

This letter includes certain comments of a general nature, which we believe are 
significant in the context of the current debate on auditor communications. Our 
responses to the questions posed in the consultation report are included in the 
Appendix to this letter.  



page 2/13 to the comment letter to IOSCO dated January 15, 2010 

General Comments 

The Desirability of Action Currently  

We accept that there may be room for improvement in auditor communications 
in general. However, as we point out in more detail below, certain changes have 
been made to auditors’ reports pursuant to ISAs 700, 705 and 706 during the 
recently completed IAASB Clarity Project. These Standards have yet to come 
into force and the new reporting yet to be evaluated by users. As also 
mentioned in the consultation report, the IAASB has itself commenced a number 
of initiatives, including a project to research auditor reporting. Although we are 
therefore supportive of IOSCO’s initiative, we do not believe any decisions as to 
changes to auditors’ reports at an international level would be appropriate in the 
near future. Rather, as mentioned below, there is a need to consider this issue 
further and also to await the outcome of the aforementioned IAASB project. In 
any case, we believe it is essential that the auditor’s report remains concise and 
provides a cogent view of the auditor’s responsibilities without changing the 
auditor’s overall responsibilities. Changes to an auditor’s responsibilities are not 
issues that can be resolved solely by addressing audit reporting, but reflect 
wider issues of the costs and benefits of the audit function in society. 

 

The Need to Consider the Balanced Views and Informational Needs of All 
Interested Parties in Respect of Auditor Communication  

The issue of auditor communication is an international issue affecting all entities 
that are subject to audit. Many parties including regulators, management of the 
entity, those charged with governance, such as audit committees, external 
parties including creditors, other providers of funding and other investors as well 
as auditors have an interest in this issue. The various views and informational 
needs of all concerned will need to be taken into account in improving auditor 
communication in its broader sense in the long term. 

We appreciate that, with this initiative, IOSCO is primarily seeking to involve 
investors in public interest entities in the debate on auditor communication, 
given their role as “users” of auditor’s reports. However, our concerns as to this 
approach are threefold.  

First, we are concerned that, notwithstanding the fact that an international 
organization such as IOSCO has issued this consultation report to the 
international public, there is a distinct danger that responses received will not 
represent the balanced views of all interested parties internationally, but may 
reflect the “shopping list” of some. Various parties, including management of the 
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entity, those charged with governance, such as audit committees, as well as 
external parties including creditors, other providers of funding, including banks 
and investors derive benefit from having reliable financial information, the latter 
relying on this as a basis for their individual investment decisions. Therefore, 
auditor communications which include, but are generally not necessarily limited 
to, the standard auditor’s report, serve to lend comfort as to the reliability of the 
financial information they accompany. Indeed, the consultation report reveals 
some inconsistency in issuers’ views. On the one hand, there are concerns in 
certain quarters as to the perceived complexity of the current wording 
(“boilerplate and technical language”) of auditor’s reports. On the other hand, a 
number of the suggestions made, and in particular those calling for more 
detailed information as to the individual audits (“level of effort and judgment in 
an audit”), would most likely lead to an increase in the complexity of reporting 
and also a marked decrease in harmonization, which could prevent users fully 
appreciating the information conveyed.  

Second, we are not convinced that discussing the views put forward by only 
selected panelists at the IOSCO Roundtable on page 1 is an appropriate way to 
lead the process for developing this consultation report. It reveals that this issue 
is at a very early stage of discussion and that no form of consensus between 
like parties has been achieved so far.  

Third, calls for different information than that currently provided in an auditor’s 
report need to be given thorough consideration as they may affect the scope of 
the audit itself. We discuss this aspect in more detail below. The consultation 
focuses on public interest entities, rather than all entities that are subject to 
audit. In this context, we would not support calls for changes to auditor 
communications for only certain types of entity if they were to cause a move 
from the premise “an audit is an audit”, as this would essentially create first and 
second class audits, which we believe is not in the public interest.  

For these reasons, while we believe the IOSCO consultation is likely to provide 
a significant contribution to the ongoing debate, it can only serve to provide 
selected input to the further development of regulation and standard setting 
pertaining to auditor communications in a broader context. 

 

Auditor Communication Needs to be Addressed at an International Level 

In our opinion, the International Auditing and Assurance Standards Board 
(IAASB) is the appropriate body to consider potential changes to auditor 
communications at an international level.  
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The recently clarified set of ISAs already deals with direct auditor 
communication to regulatory and enforcement authorities (ISA 250), with those 
charged with governance of the entity (ISAs 260 and 265), as well as with 
external reporting (ISAs 700, 705 and 706). We sincerely hope that IOSCO will 
channel the responses it receives to this consultation report into the IAASB’s 
future discussions and development of standards in this area.  

Many of the thoughts repeated in the consultation report stem from discussions 
and debates over a long period of time, for example the Cohen Commission 
Report dates back as far as 1978. The length of time together with the fact that 
many suggestions have not subsequently found sufficient favor to have 
influenced subsequent standard setting indicates that consensus on audit 
reporting is far from having been achieved and that further research is likely to 
be needed.  

 

Potential Impact of Changing Audit Report Wording  

Auditing standards, together with national laws and regulations, define the 
responsibilities of auditors and also govern how audits are to be performed. The 
IAASB’s International Auditing Standards (ISA) contain specific requirements, 
together with application guidance thereon, to which an auditor adheres in 
performing his or her audit work, such that the audit report is an expression of 
the audit so performed. Therefore, with the exception of those of a purely 
cosmetic nature, all changes to the wording of the report potentially impact the 
underlying audit work that would need to be performed. 

Changes to the scope, nature and extent of the work to be performed in an audit 
have cost consequences, each of which would need to be considered on a case 
by case basis and the cost-benefit relationship examined in making any 
decision.  

In particular, calls to improve reporting of the auditor’s role in detecting fraud 
have widespread implications. The current wording of ISA 700 in this respect 
does clarify that “…the procedures selected depend on the auditor’s judgment, 
including the assessment of the risks of material misstatement of the financial 
statements, whether due to fraud or error”. Thus it is clear that given the audit is 
aimed at expressing an opinion on whether the financial statements are free of 
material misstatement, audit procedures are not primarily aimed at 
distinguishing whether such misstatement resulted from fraud or error, even if 
such potential distinctions have an impact on the audit work performed. ISA 240 
governs the procedures addressed at the potential for fraud in financial 
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reporting. Increasing the emphasis on fraud in auditor communications beyond 
this would ultimately lead to significant changes in the current audit model and 
significant increases in costs of audit and in auditor liability, or impact the 
expectations gap further.  

 

The Need to Educate Investors about Auditing and Increase International 
Comparability Amongst Capital Markets 

In our opinion there is a distinct and increasing need to educate capital market 
participants and others about a number of specific aspects of auditing. 

We agree fully with the penultimate sentence in section VI of the consultation 
report commenting on a number of solutions that have been proposed. We 
caution that many suggestions for improvement to auditor reporting seem to 
represent a “shopping list” of desired information rather than constituting 
technically constructive suggestions as to what information auditors can supply. 
“Each of these solutions warrants careful consideration taking into account the 
information needs of investors, the role of auditors and their audit reports and the 
challenges that might preclude modifications thereto.” It is important not to create 
unrealistic expectations on the part of investors as to changes in auditing and 
audit reporting. 

In studying the consultation report, it became increasingly apparent to us that 
certain parties might lack a sound knowledge of auditing or of the current global 
auditing environment. We point out in section 4.4 of this letter below some 
examples of the suggestions put forward to “improve” auditor reporting which 
would, if implemented, have a significant impact on the audit – a fact which did 
not appear to have been fully recognized by those putting forward such 
suggestions. This is an issue, since unless users are in a position to better 
appreciate and interpret the communications made to them by the auditor, there 
would be no satisfactory basis to debate solutions to perceived shortcomings in 
current auditor communications. Consequently, it seems to be too early to 
attempt to solve this problem by making concrete proposals for changing the 
ways auditors report on the audit. In fact, changes, including additions, carry the 
danger that they may be counterproductive if they serve to increase rather than 
minimize the expectations gap.  

In this context, we also believe that, to some extent, calls for more information 
on audit work that has been performed could be satisfied if the scope of audit 
work required under the applicable auditing standards were more widely 
understood. Similarly, in our opinion, some of the calls for information aimed at 
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facilitating users to make their own assessment of audit quality might be 
answered if there were more harmonization of auditing standards and auditor 
oversight regimes, as investors with knowledge of a particular set of auditing 
standards who also had confidence in the oversight of auditors would not 
perceive the same need to “check” audit quality for themselves.  

This, we believe, speaks for the further internationalization of procedures, 
introduction of the ISAs and cooperation between oversight authorities in the 
longer term.  

The IAASB has recently started certain initiatives to help educate interested 
parties as to the ISAs, for example, with a range of ISA modules designed to 
provide an overview of certain individual standards. 

In our view, this is a key aspect that needs considerable further consideration by 
many internationally active parties.  

 

We would like to stress that in formulating our responses to certain questions 
posed in the consultation report we do not purport to provide investors’ 
perspectives, as the IDW represents its members who are German public 
auditors. However, we trust that our comments will be helpful to IOSCO in its 
further consideration of this issue. 

Yours sincerely 

 

      

Klaus-Peter Feld   Wolfgang P. Böhm 
Executive Director   Director, International Affairs 

541/584 
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APPENDIX 

 

Responses to Questions Posed in the Consultation Report 

 

1. Is the standard audit report useful to investors? If not, why?  

1.1 We believe that the “basic message” in the standard auditor’s report is 
indeed perceived as useful. Our view is supported by the first two “key 
messages” noted in the Agenda Paper 4A for the recent IAASB meeting 
referred to above, which indicate that users value auditors’ reports, and also that 
the value of the unqualified audit report is mainly symbolic. 

1.2 Users of standard auditors’ reports do not form a homogenous group. 
Indeed, it is questionable whether users, including investors, will find any 
standard audit report, however detailed or precise, entirely useful in terms of 
their individual needs. We are therefore somewhat concerned that IOSCO has 
limited its questions such that the discussion focuses on the standard audit 
report and its usefulness to investors alone. Focusing the discussion in this way 
is counterproductive in that it may create unrealistic expectations on the part of 
investors. The problem is exacerbated by the persistent expectations gap 
surrounding the scope and purpose of an audit of financial statements and the 
auditor’s role and responsibilities in that regard. This gap has a further impact 
on investors’ perceptions of what audit reports should or could contain. Unless 
and until this gap can be diminished by educational means, irrespective of what 
changes may be made to auditors’ reports, it is illusionary to believe that it 
would be possible to meet the differing expectations of investors using a 
standardized audit report.  

1.3 To address the diversity of investors and their desired information the 
IAASB found it necessary to “define” users for the purpose of an auditor’s 
consideration of materiality pursuant to ISA 320.4: 

“The auditor’s determination of materiality is a matter of professional judgment, and is 

affected by the auditor’s perception of the financial information needs of users of the 

financial statements. In this context, it is reasonable for the auditor to assume that users: 

(a) Have a reasonable knowledge of business and economic activities and accounting 

and a willingness to study the information in the financial statements with reasonable 

diligence; 

(b) Understand that financial statements are prepared, presented and audited to levels of 
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materiality; 

(c) Recognize the uncertainties inherent in the measurement of amounts based on the 

use of estimates, judgment and the consideration of future events; and 

(d) Make reasonable economic decisions on the basis of the information in the financial 

statements.”  

In our opinion, a similarly pragmatic approach would be appropriate in relation to 
the content of auditors’ reports.  

 

2. Would investors prefer a more concise audit report (e.g., a one-
sentence report that includes only the auditor‘s opinion on whether the 
financial statements are fairly presented)? If so, why?  

2.1 As we do not represent investors we cannot comment on individual 
investor preferences. However, we note that the consultation report reveals 
considerable inconsistency in issuers’ views. On the one hand, there are 
concerns in certain quarters as to the perceived complexity of the current 
wording (“boilerplate and technical language”) of auditor’s reports. On the other 
hand, a number of the suggestions made, and in particular those calling for 
more detailed information as to the individual audits (“level of effort and 
judgment in an audit”), would most likely lead to an increase in the complexity of 
reporting and also a marked decrease in harmonization, which could prevent 
users fully appreciating the information conveyed.  

2.2 As we have mentioned above, it is also clear from many of the remarks 
quoted from the various discussions mentioned in the consultation report that 
the current international audit model is not widely understood at a technical level 
by all interested parties involved in such discussion hitherto. As a result, we 
caution that many suggestions for improvement to auditor reporting seem to 
represent a “shopping list” of desired information rather than constituting 
technically constructive suggestions as to what information auditors can or 
ought to supply. We therefore agree fully with the penultimate sentence in 
section VI of the consultation report commenting on a number of solutions that 
have been proposed: “Each of these solutions warrants careful consideration taking 
into account the information needs of investors, the role of auditors and their audit 
reports and the challenges that might preclude modifications thereto.” It is important 
not to create unrealistic expectations on the part of investors as to changes in 
auditing and audit reporting. 
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3. Are investors receiving information about the audit that they need to 
make informed investment decisions? If not, who should provide this 
information—management or the auditor? For information that should be 
provided by the auditor, should changes to the standard audit report be 
made or are other auditor communications warranted? What should any 
new or revised auditor communications address (e.g., an auditor‘s 
analysis of risks and other findings in an audit, a report on the quality of 
an issuer‘s financial reporting, an auditor‘s discussion and analysis of 
their independence and the work performed in an audit) and what form 
should it take (e.g., a revised standard audit report or a new auditor 
communication)? How would this additional information affect investors‘ 
use of audited financial statements? Over time, would the utility of such 
information diminish?  

3.1 The consultation report notes that recent improvements have been made 
by the IAASB to auditor reporting at an international level in 2004. In addition, as 
the IAASB’s Clarity Project has been recently completed, there will be a number 
of further changes to the standard form of the auditor’s report. For example, 
recent changes to ISA 700 will aid comparability across borders by harmonizing 
the wording of auditors’ reports and clearly distinguishing national aspects 
covered in those reports. We would like to draw IOSCO’s attention to a recent 
Study performed by the University of Duisburg-Essen commissioned by the 
Internal Market Directorate General of the European Commission, which 
concluded that in relation to the possible adoption of the International Standards 
on Auditing within the European Union the main benefit would be derived from 
the so-called harmonization effect.   

Both ISA 705 and ISA 706 dealing with modifications to the auditor’s opinion 
and emphasis of matters and other matters paragraphs, respectively have also 
been revised during the Clarity Project. In our opinion, these also ought to be 
viewed as recent improvements and ought to have been mentioned in the 
consultation report – investors will be especially interested in learning why an 
unmodified opinion is not given (ISA 705) and also about a matter that, 
irrespective of whether it is appropriately presented or disclosed in the financial 
statements or not, in the auditor’s judgment, is of such importance that it is 
fundamental to users’ understanding of the financial statements (ISA 706). As 
the consultation’s discussion of auditors’ reports concentrates on the content of 
the unmodified auditor’s report, these matters are not discussed in detail, but 
are equally relevant to such a discussion, if not more so. Until these new ISAs 
come into effect it will not have been possible to assess the impact of these 
changes. 
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3.2 We agree with the following statements on page 13 

o  “Some information gaps should be filled through disclosure by issuers 
rather than auditors, particularly as management has the best 
understanding of its business. In other words, the audit report should 
not be used as a mechanism to deal with shortcomings in the 
information disclosed by companies to their investors” 

o “Other information gaps, such as those that relate to the key matters 
discussed by those charged with governance and the auditor, may be 
better filled through disclosure by those charged with governance.”  

Information about an entity should be provided to investors by management - 
not by the auditor. The annual financial statements are the primary source of 
information about the entity. Information about an entity is usually available from 
a wide variety of sources, including press releases / articles about the entity, 
analysts’ briefings, reports on prospective information, reports detailing 
confidential information by the auditor to management and those charged with 
governance. Auditor communications do not cover all such information, but are 
restricted to only a distinct part of this information. Auditors’ reports are 
concerned only with information in the financial statements. Calls for additional 
information from auditors above and beyond this would be misplaced. It is not 
the auditor’s role to supply more detailed information about the entity subject to 
audit.    

3.3 Furthermore, the statement on page 20: “With more transparent information 

available for investors to assess the quality of the audit that was performed, a greater market 
incentive may exist for firms to perform high quality audits.” is, in our opinion, highly 
questionable. First, the purpose of auditor communication to investors is not to 
facilitate their making their own individual assessments of the quality of the audit 
performed. Second, as we point out in our letter on the consultation report on 
Transparency of Firms that Audit Public Companies, we do not agree that this 
proposed transparency will provide such an incentive.   

3.4 In general, we believe that were the reporting to be expanded as 
discussed on page 20 et seq., all but the most sophisticated investors are 
unlikely to be able to weigh different aspects or issues against one-another in 
terms of relevance and significance. Indeed, there is a danger that additional 
information will result in information overload and thus not benefit the users of 
audit reports.  

3.5 We have a number of concerns about including specific additional 
communications in the standard audit report, as follows: 
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• Changes along the lines discussed on page 18 of the consultation report 
are problematical. For example, the purpose of auditor reporting to those 
charged with governance and to investors differs considerably in 
Germany. In our opinion, combining the two as goals of a “one-for-all 
report” would lead to ineffectiveness, for the reasons explained on page 
21 “…these communications were not designed to facilitate investment 
decision-making but rather to help those charged with governance discharge 
their oversight responsibilities. A requirement to publicly disclose these 
communications could lead to a less robust and open dialogue between the 
auditor and those charged with governance, thereby impeding each from 
fulfilling their respective responsibilities. Furthermore, an auditor may be unable 
to meet a requirement for added disclosure without providing client-specific 
privileged and confidential information.”. 

• The concept of describing major elements of the entity-specific audit and 
giving each a positive or negative comment as discussed on page 20 of 
the consultation report would need careful consideration from a cost-
benefit perspective. The exact scope of information, even with guidelines 
or requirements, would be necessarily subjective, both for auditors and 
users and would, in our opinion, potentially be less helpful than hoped 
for, as it would be subject to incorrect interpretation and certainly also 
have liability implications for auditors. 

• On page 21 et seq. there is a suggestion to change the nature of 
assurance provided by the auditor. In this context, we would like to refer 
to the FEE Issues Paper “Principles of Assurance” published in 2003. 
Requiring the auditor to either follow different attestation standards (idea 
raised in the Assembly Report from 2004), or obtain different levels of 
assurance on different parts of the financial statements (idea developed 
by PCAOB SAG discussion) would represent a major change in the 
current audit approach taken in most jurisdictions around the world, 
whereby the auditor expresses an opinion on the financial statements as 
a whole, which implies the aggregation of assurance, the results of 
which auditors seek to address in part by means of performance 
materiality (see ISA 320). We do not believe that such an approach (i.e., 
a piecemeal opinion) would be beneficial to users, since few items 
reported in financial statements are likely to be similar in nature in this 
context and they also would likely vary with the individual circumstances 
of an entity and from period to period (to illustrate this point: the level of 
assurance that is theoretically obtainable on doubtful debts will vary 
depending on, among other things, the business and financial 
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circumstances of the entity subject to audit as well as the general 
financial environment at the point in time). We also strongly doubt the 
usefulness to investors of detailed information on specific financial 
statement items, as the whole concept of financial statements is to 
provide a “picture of“ or “information on” the underlying “financial 
position” of an entity, and for the entity taken as a whole, not its 
constituent parts. Looking at individual aspects in isolation would 
automatically distract from this goal and most financial reporting 
frameworks were not designed to serve other goals. We therefore agree 
fully with page 24 of the consultation report: “Before such a model is 
accepted, careful study would need to be conducted to ensure it is in the best 
interests of investors“.  

 

4. If new or revised auditor communications are desired, would such 
communications be practicable? What legal, regulatory and practical 
challenges would preclude such communications? What criteria or 
principles should regulators use to determine what additional information 
should be provided? Are there any alternative mechanisms for investors 
to receive this information without encountering these challenges (e.g., 
instead of new or revised auditor communications, mechanisms such as 
new or revised disclosures by management or those charged with 
governance)? 

4.1 A significant number of suggestions go beyond the scope of changes to 
auditors’ reports alone, but show a need for wider-spread further consideration 
not restricted to auditor reporting or even to the audit model, e.g., the discussion 
on page 14 relates to the scope covered by the audit itself; page 9 (filing 
requirements effectively result in few modified opinions – regulator issue); page 
8 (auditors do not attend shareholder meeting or do not speak openly at them – 
legal requirements at jurisdiction level). Some requests relate not to auditing 
matters but to financial reporting matters, as the information called for often is 
not an auditor-specific issue (e.g., the inherent uncertainty in certain 
management assessments must be conveyed in the financial statements and 
pursuant to ISA 706 an auditor may draw attention to this in an emphasis of 
matters paragraph). Not all investors seem to be fully aware of this. 

4.2 We agree with the following statements:  

o  “In considering the information that issuers publicly disclose, it is also 
important to recognize that the information that is actually filed with 
securities regulators sometimes differs from the information that is 
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required to be filed...... This type of an information gap may not require 
reconsideration of periodic reporting requirements or changes to the 
standard audit report, but may require more focused attention by 
issuers, auditors and securities regulators on compliance.” (Page 13) 

o  “Given these legal realities, auditors might feel compelled to perform 
additional procedures to minimize the associated risks. Additionally, 
certain changes to the standard audit report could fundamentally affect 
the nature of an audit, thereby necessitating incremental or different 
audit procedures. Such procedures could increase audit costs and 
present challenges for completing audits in a timely manner. Further, 
changes to the audit report that require more subjective descriptions 
may lead to inconsistencies in auditor reporting, both within individual 
jurisdictions and across jurisdictions. Such inconsistencies might be 
complicated for jurisdictions in which joint audits are performed and 
jurisdictions in which group auditors assume responsibility for the work 
of component auditors. Lastly, certain additional communications within 
the audit report, such as those that would result in changes to the binary 
reporting model, may make it more difficult for investors to understand 
whether the financial statements achieve fair presentation.”(Page 15)  

4.3  We urge caution in relation to suggestions that would make public 
information intended for parties other than investors, as the roles and 
consequently information needs of such parties differ widely from that of an 
investor. For example, the proposal on page 14 that auditor communications 
with those charged with governance should be published is, in our opinion, 
unlikely to be appropriate; certainly not in the level of detail required by the 
relevant ISAs dealing with such communications.   

4.4 Auditor liability implications also need to be taken into account. These 
will vary between jurisdictions. In our view, the idea that „Additional 
communications could result in more transparency as to the auditor‘s views 
about the qualitative aspects of the issuer‘s significant accounting practices and 
policies, thereby providing investors with an independent perspective on such 
matters“ (page 20) is controversial from a liability aspect. It is unclear how 
investors would use this information. 
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Dear Sir, 
 
Public Comment on the ‘Auditor Communications: Consultation Report’ 
  
The Nordic Federation of Public Accountants (NRF) appriciates the opportunity to comment on 
this consultation document from the Technical Committee of the International Organisation of 
Securities Commissions (IOSCO) on Auditor Communications. NRF refers to, and is  responding 
on behalf of, the recognised accounting bodies in the Nordic region (Denmark, Finland, Iceland, 
Norway and Sweden). Each accounting body in the region is autonomous and consequently may 
also chose to respond individually to IOSCO’s Consultation Report. The views expressed in this 
letter do not in any way commit or restrict the positions of any individual member bodies of NRF. 
However, the views expressed in this letter have been reviewed by NRF’s member bodies and are 
generally consistent with the views of these member bodies, each of which is a separate legal 
entity.  
 
As an organisation NRF is committed to promoting the consistent application of high quality audit 
and accounting practices in the Nordic region as well as worldwide in the public interest and 
welcomes reasonable initiatives designed to advance these objectives and to encourage greater 
participation by more recognised accountants and accounting firms in the public company audit 
market.  
 
NRF has not responded to each of the questions in the consultation document as some of these are 
directed specifically at investors.  However, some overall observations are made in the following 
which address some of the matters raised in Questions 1-4.  
 
Four key aspects have been addressed that NRF believes to be particular significance: 
 

• The audit report is an integral element of the whole corporate reporting process and should 
be viewed and debated in that light. 

• In the short term, to aid comparability and understanding for users, NRF’s view is that 
countries should adopt the current ISA 700 standard for audit reporting to the 
extentpermitted by law or regulation. 

• There are a number of research and other initiatives currently under way in the area of audit 
reporting – the results of which will help inform the current and future debate. 

• A dialogue should be initiated, involving all stakeholders, around potential medium and 
longer term enhancements to the corporate reporting model, including the audit report.  
That debate should also embrace a discussion of potential barriers to improvements to the 
corporate reporting and audit models. 
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The corporate reporting and audit models 
 
The audit report is an integrated part of the corporate reporting model and therefore part of what is 
often referred to as the ‘corporate reporting supply chain’.  Publically available financial and other 
corporate reporting information is the end-product of a process that involves management, those 
charged with governance, standard setters, auditors and regulators and other enforcement agencies. 
The different steps and different participators in the chain are connected. Therefore, the  quality of 
financial information is dependent on the quality of the inputs to the whole supply chain, including 
the relevant standards and regulations that apply, at each stage of the chain.  The way companies 
are organised in different jurisdictions and the differing corporate governance regimes in place are 
also important factors.  
 
The current model (and the resultant audit report) involves an iterative process of debate - and 
frequently challenge - between management, those charged with governance (typically the audit 
committee) and the external auditors. This is done in order to address potential areas of concern 
with the financial statements before they are finally approved by management and before the 
auditors provide their opinion on the financial statements.  consequently the ultimate published 
audit report may appear relatively nondescript, with a “binary” opinion, because market and 
professional practices have evolved to build quality into the process by which the financial 
statements are developed. 
 
Investors often express different views on how the audit –report should evolve.  Some would prefer 
a longer report that provides more information on the auditor’s judgments.  Others would prefer a 
shorter report so that the auditor’s conclusion is more prominent.  NRF believes that some of the 
concerns that investors raise with respect to the audit report are in fact concerns about the financial 
reporting process rather than the process surrounding the audit itself.  
 
The audit report is based on national law, regulations, corporate governance, business behaviour 
and other features of market practice within which auditing and  auditing standards  have evolved.  
It is NRFs belief that the audit report has served the markets well for a period of many decades in 
the context of the market practices and conventions within which it is used. That is not to say that 
NRF would not welcome a review of the wider corporate reporting model, including the audit 
report. Any initiative to change substantially a particular element in the corporate reporting chain 
should however, not be viewed in isolation from the other elements. Changes should be based on 
an  objective to have the different elements of the corporate reporting model based, so far as is 
possible, on high-quality globally recognised and accepted standards. 
  
A global benchmark for audit reports 
 
NRF recognises the importance of and need for a robust and globally accepted set of international 
auditing standards that are applied across the world’s capital markets. The International Standards 
on Auditing (ISAs) as promulgated by the International Auditing and Assurance Standards Board 
(IAASB) are worthy of such recognition.  The structure and robust due process of the IAASB, with 
the oversight of the Public Interest Oversight Board, clearly position it as the global standard setter 
and the ISAs as high quality audit standards in the public interest. NRF has noted that IOSCO has 
issued a statement in June 2009 IOSCO regarding the improvements resulting from the IAASB’s 
project to clarify the ISA requirements. This statement encouraged securities regulators to accept 
audits performed and reported in accordance with clarified ISAs for cross-border offerings and 
listings. 
  
The IOSCO consultation report provides, in Appendix 1, illustrative standard audit reports from 
selected major countries around the world.  Even though the performance of an audit  is usually the 
same, the presentation of the reports can vary for local historical, regulatory and other reasons.   

 
  (2) 
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ISA 700 ‘Forming an Opinion and Reporting on Financial Statements’  in the Clarity redrafted 
version issued in April 2009, was developed following extensive due process.  The standard was 
intentionally designed to accommodate variations that may exist in legal and regulatory reporting 
requirements in different jurisdictions that are beyond the opinion on the financial statements. (The 
ISA 700 format provides for a two-part audit report: the report on the financial statements and a 
report on additional legal and regulatory requirements.) 
 
NRF recognises that there are good reasons why particular items are addressed in audit reports in 
different jurisdictions. However, given that there is a common acceptance of ISAs as the basis on 
which most audits are performed, it is unfortunate that the most visible public output of the audit 
process – the written audit report - appears to be significantly different.  Audit reports on financial 
statements of listed and other public interest entities are today international and are read accross 
borders. Differences in the standard wording of auditors’ reports may confuse readers and create 
uncertainty about differences that may or may not exist in the underlying audit. 
 
NRF recognises that there are stakeholders who would like the content of auditors’ reports to be 
revisited.  The initiation of more thought leadership and debate in this area is welcomed. IAASB 
has also sponsored academic research to obtain information that will help further this debate.  
However, any practical output resulting from this debate is unlikely to materialise for several years.  
NRF therefore strongly suggests that an agreement by regulators and other stakeholders in 
countries around the world to adopt, to the maximum extentpermitted by law or regulation, the 
extant ISA 700 audit report would result in benefits to the capital markets in the form of greater 
consistency and clarity. This should not however, restrict all stakeholders from participating and 
contributing to the IAASB’s global discussions on how auditors’ reports could change in the future.  
IOSCO is well placed to give encouragement to efforts to adopt the standard internationally. 
 
Research on views on audit reporting 
 
Extensive academic research has been conducted on the topic of investors’ and other users’ 
perceptions about the standard audit report.  The results have confirmed that there are mixed views 
regarding the usefulness of audit reports, including whether the current model could or should be 
improved and, if so, how best to do so.   
 
In addition to this research, the IAASB has an extensive project on its agenda to consider 
commissioned research and other information to assess user perceptions regarding the standard 
auditor's report.  There is also other research currently under way that examines aspects of audit 
reporting and auditor communications.  Amongst these are: 
 

• Work in Europe by the Fédération des Experts Comptables Européens (FEE) to look at the 
auditor’s role in providing assurance on corporate governance matters; and 

• IOSCO’s consultation paper on Auditor Communications.      
 
NRF suggests that time will be needed to consider how best to proceed, based on the results of all 
these initiatives.  Recognising that IAASB is the international standard setter in this field, it would 
be helpful if the results of these studies, including this IOSCO consultation, form part of the 
considerations made by IAASB. 
 
Some of the views highlighted in the recent research on auditor communications indicate a desire 
for more information regarding how the auditor has dealt with the risks related to the financial 
reporting supply chain, in particular: 
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• The auditor's judgment about the quality, not just the acceptability, of the issuer's accounting 
policies. 

• The level of materiality applied in the audit and how this was derived. 
• The difficult audit judgments that were brought to bear in an engagement. 
• A more detailed explanation of terms such as ‘reasonable assurance’, ‘fair presentation’ and 

‘material misstatements.’ 
• Circumstances or relationships that might bear on the auditor’s independence.    
• Other matters of interest, such as the quality of internal controls. 

 
NRF believes that it is important to consider and understand what each of the above is intended to 
achieve in order to determine the most useful means of providing that information.  The disclosure 
of additional information in the audit report should be designed to add value and clarity to the 
quality of the audit process, Additional disclosures in the audit report may have the unintended 
consequence of increasing the auditor’s work effort and cost without benefitting audit quality. A 
distinction should be made between the information that users perceive they need to assess the 
quality of financial information in the financial statements and the information needed to assess the 
quality of the audit process itself. 
 
NRF believes that a lack of information relating to the quality of the financial statements cannot be 
resolved by making all the communications between the auditor and the directors or audit 
committee publically available. The effect of that would be to limit those communications which 
would not be in the interests of good governance or of high-quality financial reporting. In fact, 
management may be in a better position to provide information to users in this respect. A section 
on management discussion and analysis on financial information in the annual report could include 
a discussion and analysis by the audit committee assuming that a suitable framework for this could 
be developed. 
 
NRF also draws attention to the public avaliability of international auditing standards, as well as 
national regulations, to which each audit is subject.on the standard setter’s or regulator’s websites.  
Systems of external oversight and inspection of the audit profession have become more established 
and often information related to audit quality may be better sought from the published output of 
those systems.  Audit firms are now making information available publically in transparency 
reports in many jurisdictions. This is now a requirement in the European Union for those audit 
firms which audit socalled public interest entities. Therefore, NRF is of the opinion that  
lengthening the standard auditor’s report is not necessarily the answer. 
  
There is also a concern that users may in fact be seeking for a different type of audit report. This 
may require regulatory and audit standard changes which are likely to be more far reaching than 
making modifications to the auditor's report.  This would most likely also impact on the financial 
reporting model as a whole and should be considered in this context.  
    
A wider dialogue and debate 
 
NRF supports a wide-ranging debate around the corporate reporting model, including the audit 
report.  The recent global financial crisis have exposed shortcomings in the corporate reporting 
model.  The model did not idemntify the systemic risk affecting financial institutions and the wider 
economy. However neither did most other participants, including regulatory agencies, involved in 
the policing of corporate reporting.  
 
Determining the information that will be needed for the future to meet users’ needs is vital as is 
determining how a restructuring of the corporate reporting model would impact the audit and audit 
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reporting. The growing complexity surrounding the determination and presentation of historical 
financial information results in a disproportionate amount of time being used by management and  
the auditor in dealing with technical reporting issues. In fact, more debate is also needed on how 
the auditor’s skills and experience can best be used. More critical information might be non-
financial in nature If so, the role of the auditor needs to be reassessed.  
 
Another consideration is whether auditors can play a part in helping to monitor systemic risks.  
Could they contribute to the operation of new regulatory mechanisms, given their knowledge of 
global business and markets? 
  
Answers to these questions will require a progressive debate of the issues over the next few years 
to see how the corporate reporting and audit models can enhance regulatory and user understanding 
of businesses’ performance.  Factors that should be considered include the most useful means of 
providing financial information by management and the costs and benefits of providing this 
information. The role of the auditor and how the results of the audit should be reported are an 
integral part of the debate. A furtherance of this debate would be in the public interest. 
 
Such a debate should also consider the potential barriers to enhancements in corporate reporting 
and auditing.  There are indications that there is -an insufficient fundamental understanding and 
experience of  business complexities and risks in certain industry sectors such as banking. Perhaps 
this may lead to a consideration that those entrusted with the governance of complex industries 
need themselves to be better versed in the risks and complexities of the business and industry itself. 
 
The audit profession is particularly influenced in the performance of its work by factors largely 
outside its control such as the corporate governance environment at companies (including the 
extent to which shareholders are active in holding management to account) and the regulatory 
environment.  Issues such as leadership styles and organisational behaviour have not so far featured 
strongly in the way standards (of accounting, auditing, regulation, etc) have developed. 

 
Other considerations, such as liability limitation, have to be taken into account if auditor and 
management reporting on certain issues such as key business risks, is to become more extensive. If 
corporate reporting is widened to include greater use of judgment and subjectivity than is currently 
the case then reporting on this is likely to expose the audit profession to more litigation.   
  
NRF believes, in conclusion, that a further dialogue and debate is needed involving all 
stakeholders, including investors and others interested in corporate reporting and auditing. This 
Includes preparers, standard setters, the audit profession and regulators. IOSCO is encouraged to 
play a leading role in initiating a wide reaching dedbate, involving as many stakeholders as 
possible. NRF will be pleased to contribute further to this debate.  
    
NRF would be happy to discuss our views further with you. Please contact Jens Røder on telephone 
+45 33691065 or email jr@nrfaccount.com 
 
Yours sincerely, 
 
 
 
Jens Røder 
Secretary General 
Nordic Federation of Public Accountants 
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15 January 2010

Dear Sir,

Public Comment on the ‘Auditor Communications: Consultation Report’

We appreciate the opportunity to comment on this consultation document from the Technical
Committee of the International Organisation of Securities Commissions (IOSCO) on Auditor
Communications. As a network, we are committed to promoting the consistent application of high
quality audit practices worldwide in the public interest, and welcome the Committee’s interest in this
topic. We are also responding by separate letter to each of the two other consultation reports
issued concurrently by the Technical Committee, on ‘Transparency of Firms that Audit Public
Companies’ and on ‘Exploration of Non-Professional Ownership Structures for Audit Firms’.

This response summarises the views of member firms of the PricewaterhouseCoopers network
who commented on this consultation document. “PricewaterhouseCoopers” refers to the member
firms of PricewaterhouseCoopers International Limited, each of which is a separate legal entity.

We have not responded to each of the questions in the consultation document as some of these
are directed specifically at investors. We have however provided in this letter some overall
observations which address some of the matters raised in Questions 1-4.

The current form of audit report is a response to the norms of law, regulation, corporate
governance, business behaviour and other features of market practice within which auditing and
auditing standards have evolved. In that context, we believe that the audit report has served the
markets well for a period of many decades. We do however hear comments from users about
perceived shortcomings in the current format of the audit report, and other aspects of auditor
communications that they would like to see changed. We fully support broader debate to explore
this feedback. In doing so, we believe it will be important to explore the root cause of the
comments, as some of them may be related to perceived difficulties with the wider corporate
reporting model, rather than solely rest with the audit report.

Our comments in this letter are therefore focused on four key aspects that we believe to be of
particular significance:

 The audit report is an integral element of the whole corporate reporting process and should
be viewed and debated in that light.

 In the short term, to aid comparability and understanding for users, our view is that countries
should adopt the current International Standard on Auditing (ISA) 700 for audit reporting to
the maximum extent permitted by law or regulation.
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 There are a number of research and other initiatives currently under way in the area of audit
reporting – the results of which will help inform debate.

 At the same time, a dialogue should be initiated involving all stakeholders around potential
medium and longer term enhancements to the corporate reporting model, including the
audit report. That debate should also embrace discussion of potential barriers, including
legal implications, to changes to the corporate reporting and audit models.

The corporate reporting and audit models have evolved together

The audit report is an integral component of the corporate reporting model and what is sometimes
referred to as the ‘corporate reporting supply chain’. Financial and other corporate reporting
information that is released to the market is the end-product of a process that involves
management, those charged with governance, standard setters, auditors and regulators and other
enforcement agencies. The different steps and different actors in the chain are inter-dependent,
and the overall quality of financial information is dependent on the quality of the inputs, and the
relevant standards and regulations that apply, in each link of the chain. The way companies are
organised and the differing corporate governance regimes in place in different jurisdictions are also
important factors.

The current corporate reporting model (and the resultant audit report) has been built on an
approach of “trying to get the financial statements right” before they are issued. This involves an
iterative process of debate - and challenge - between management, those charged with
governance (typically the audit committee) and the external auditors, in order to address potential
areas of concern with the financial statements before they are finally approved by management
and before the auditors provide their opinion on the financial statements. In some jurisdictions,
securities regulations do not permit listed companies to file financial statements with a modified
audit report, which further reinforces the need to resolve differences and correct any identified
material misstatements before the financial statements are finalised. As a result of these market
and professional practices, the ultimate published audit report may appear relatively perfunctory in
nature, with a “binary” opinion that, in many ways, does not convey fully the value of the audit
process in the overall corporate reporting supply chain.

Anecdotal experience and surveys indicate that investors are not always familiar with the scope of
the audit or the contents of the audit report, and those that are have different views on how the
report should evolve. Some would prefer a longer report that provides more information on the
auditor’s judgments. Others would prefer a shorter report so that the auditor’s conclusion is more
prominent1. As we note further below, some of the concerns that investors raise with respect to the
audit report may be in fact concerns about the entire financial reporting process, not just the
auditor’s report. Furthermore, any changes to roles and responsibilities of one player in the
corporate reporting supply chain may affect those of others in that chain.

We would welcome a debate and review of the wider corporate reporting model, including the audit
report. However, for the reasons stated above, any initiative to change substantially a particular
element in the corporate reporting chain should not be viewed in isolation from the other elements.

In the meantime, the objective should be to base each of the different elements of the present
corporate reporting model, so far as is possible, on high-quality globally recognised and accepted
standards.

1 A global survey of the views of 402 investors conducted in 2009 by IPSOS MORI for the Global
Public Policy Committee of the six largest audit network firms found that 43% preferred a longer,
more detailed audit report while 41% preferred a shorter more succinct report.
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In the short term - adoption of a global benchmark for audit reports

As a network of member firms with clients around the world, we have long recognised the
importance of and need for a robust set of international auditing standards that are accepted as the
global benchmark and applied across the world’s capital markets. We believe that the International
Standards on Auditing (ISAs) as promulgated by the International Auditing and Assurance
Standards Board (IAASB) are worthy of such recognition2. The structure and robust due process of
the IAASB, with the oversight of the Public Interest Oversight Board, clearly position it as the global
standard setter and the ISAs as high quality audit standards in the public interest.

The IOSCO consultation report provides, in Appendix 1, illustrative standard audit reports from
selected major countries around the world. Although the core work of the auditor is ordinarily the
same, the presentation of reports varies for local historical, cultural, regulatory and other reasons.

ISA 700 ‘Forming an Opinion and Reporting on Financial Statements’, in both its original guise and
in the Clarity redrafted version issued in April 2009, was developed following extensive
consultation. The standard was intentionally designed to accommodate variations that may exist in
legal and regulatory reporting requirements in different jurisdictions that are beyond the opinion on
the financial statements. (The ISA 700 format provides for a two-part audit report: the report on the
financial statements and a report on additional legal and regulatory requirements.)

While recognising that there may be good reason why particular items are addressed in audit
reports in different jurisdictions, we believe it would be unfortunate if, having achieved common
acceptance of ISAs as the basis on which most audits are performed, the most visible public output
of the audit process – the written audit report - appears to differ significantly. Audit reports on
financial statements of listed and other public interest entities no longer stay within national borders
and differences in the standard wording of auditors’ reports may confuse readers and create
uncertainty about differences that may or may not exist in the underlying audit.

We recognise elsewhere in this letter that there are stakeholders who would like the content of
auditors’ reports to be revisited. We fully support thought leadership and debate being focused in
this area. IAASB has itself sponsored academic research to obtain information that will help inform
that debate. However, the outcome from that debate is unlikely to come to fruition for a number of
years. For this reason, we believe it would be beneficial for countries around the world to adopt
now, to the maximum extent permitted by law or regulation, the extant ISA 700 audit report, while
at the same time fully participating in and contributing to the IAASB’s global discussions on how
auditors’ reports could change in the future. IOSCO is well placed to give encouragement to efforts
to adopt the standard internationally.

Research on views on audit reporting

Extensive academic research has been conducted on the topic of investors’ and other users’
perceptions about the standard audit report. The research results and public reports have
generally confirmed that there are mixed views regarding the usefulness of audit reports, including
whether the current model could or should be enhanced and, if so, how best to do so.

In addition to the historical research, the IAASB and the US Auditing Standards Board (ASB)3 have
extensive projects on their agendas to consider commissioned research and other information to

2 We note that in June 2009 IOSCO issued a statement noting the improvements that resulted
from the IAASB’s project to clarify the ISA requirements and encouraging securities regulators to
accept audits performed and reported in accordance with clarified ISAs for cross-border offerings
and listings.
3 The Auditing Standards Board sets standards for audits of US entities other than public
companies. Standards for public company audits are set by the PCAOB.
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assess user perceptions regarding the standard auditor's report4. There are also a number of other
pieces of research currently under way that are examining aspects of audit reporting and auditor
communications. These include:

 Work by the UK Auditing Practices Board (APB) to look at audit reporting
 Work by professional bodies in a number of countries including by the Institute of Chartered

Accountants in England and Wales (ICAEW) to look at the role of the bank auditor and by
the Institute of Chartered Accountants of Scotland (ICAS) to develop thought leadership on
the future of audit reports

 Work in Europe by the Federation des Experts Comptables Europeens (FEE) to look at the
auditor’s role in providing assurance on corporate governance matters; and

 IOSCO’s consultation paper on Auditor Communications.

We believe that a period of time will be needed to absorb and reflect on the results of all these
initiatives. As the IAASB is the recognised international standard setter in this field, we believe it
would be helpful if the output from these studies, including this IOSCO consultation, could be fed
into the considerations by IAASB. It will also be helpful for the IAASB to receive input from a range
of regulatory organisations, for example those that look after the banking, insurance and other
financial sectors.

Some of the views highlighted in the recent research on auditor communications indicate a desire
for more information regarding how the auditor has dealt with the risks related to the financial
reporting supply chain, in particular:

 The difficult audit judgments that were brought to bear in an engagement.
 The auditor's judgment about the quality, not just the acceptability, of the issuer's accounting

policies.
 A more detailed explanation of terms such as ‘reasonable assurance’, ‘fair presentation’ and

‘material misstatements’ and/or the level of materiality applied in the audit and how this
was derived.

 Circumstances or relationships that might bear on the auditor’s independence.
 Other matters of interest, such as the quality of internal controls.

These points are all worthy of consideration. In doing so, it will be important to consider and
understand what each is intended to achieve, in order to determine the most useful and beneficial
means of providing that information. While we are open to disclosing additional items in the audit
report that add value and clarity to the quality of the audit process, we are also aware that creating
additional disclosures in the audit report may have unintended consequences, such as increasing
the auditor’s work effort and cost without a commensurate benefit to audit quality, or shifting the
respective roles and responsibilities of others in the corporate reporting supply chain. Thus, the
advantages and disadvantages of changes in the audit report need to be carefully weighed. It is
also important to distinguish between the information that users perceive they need to assess the
quality of the financial statements, and the information needed to assess the quality of the audit
process.

Furthermore, we believe that those users who ask for a different type of audit report may in fact be
seeking a different type of audit, which would require regulatory and audit standard changes which
will be more far-reaching than making modifications to the auditor's report. This would involve a
recalibration of today’s audit model – with consequent implications for other linked elements of the
corporate reporting model. Suitable criteria would also have to be developed to provide a
framework of reference for any “new” areas of assurance.

4 Information on the four research studies commissioned by IAASB and US ASB is provided in the
publicly available agenda paper 4A ‘Auditor’s Report – IAASB Working Group Report’ prepared for
the IAASB meeting in December 2009.
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Initiating a wider dialogue and debate

We encourage the commencement of a wide-ranging dialogue involving all stakeholders around
the corporate reporting model, including the audit report. The changed environment of the recent
global financial crisis provides a timely opportunity to bring constituencies together to debate
different aspects of the models, including auditor communications.

Recent market events have exposed shortcomings in the corporate reporting model. The model
did not flag up the systemic risks affecting financial institutions and the wider economy (though it
would be inappropriate to single out corporate reporting in this regard, since many other elements
and agencies in the ‘financial architecture’ also failed to identify the risks).

Some national regulators have initiated reviews of the complexity and relevance of corporate
reporting (the UK Financial Reporting Council’s recent consultation ‘Louder than Words’ is an
example). The financial crisis has reinforced the view of some that companies should be telling a
clear story and providing real insights into what is important (including for example critical aspects
of business performance, the dynamics of a company’s business model, the key risks and
relationships on which it depends, its funding structure, the alignment of business strategy to key
performance indicators, and the link with senior executive remuneration).

Reporting the right information to meet users’ needs is critical. What information should companies
be publishing over the next 10-20 years? And how would such a rethink of the corporate reporting
model impact the audit report and audit process? These questions encompass such issues as:

 Customisation for differing end-users – how can corporate reporting information be
effectively tailored, for example using technologies such as XBRL, for the broad array of
users?

 Non-financial information – stakeholders seem to agree that this type of information is
increasingly important in assessing company performance.

 Assurance – there is a lack of consensus about the kinds of information that should be
subject to audit, the timing under which audits should take place, and the methodologies
and technologies that should be employed in such audits.5

Answers to these questions will not be found overnight and making fundamental changes to
corporate reporting may seem daunting – but we encourage a progressive debate of these issues
over the next few years to see how the corporate reporting and audit models might be able to
enhance regulatory and user understanding of businesses’ performance and financial position.
Factors that should be considered include the most useful means of providing the information (in
terms of who should provide it and the delivery mechanism), and the costs and benefits of
providing the information. This would be in the public interest.

Such a debate should also embrace a thorough consideration of the potential barriers to
enhancements in corporate reporting and auditing. These activities take place in an environment
influenced by wider societal norms and trends. As auditors, we are significantly influenced in the
work we do by factors outside our control such as the corporate governance environment at
companies (including the extent to which shareholders are active in holding management to
account) and the regulatory environment. Issues such as leadership style, ‘tone at the top’, and
organisational behaviour have not however tended to feature strongly in the way standards (of
accounting, auditing, regulation, etc) have developed.

Limitation of liability is a further issue that needs to be addressed if both company management
and auditors are to be more forthcoming about issues such as key business risks. This was
recognised in the American Assembly report of 20036 which noted:

5 A fuller discussion of these issues is contained in the document ‘Global Dialogue with Capital
Market Stakeholders – A Report from the CEOs of the International Audit Networks’ published in
January 2008 by the six largest audit network firms.
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“…If auditors are allowed, even required, to use more judgment, to change the format of financial
statements and the nature of attestation standards – not to mention making changes in their audit
opinions – regulators must bring a greater degree of rationality to the issue of auditor liability.”

Steering corporate reporting into new directions may involve greater use of judgment and
subjectivity than is the case today. Asking auditors to make greater use of judgment and to report
on those judgments – something auditors are well-placed to be able to do – will be met with
reluctance as long as doing so will expose the audit profession to more litigation.

In conclusion, we believe this forward-looking dialogue and debate should take place and that it
should involve all stakeholders – not only investors, but all those with an interest in corporate
reporting and auditing (preparers, standard setters, the audit profession, regulators and others).
For our part, we are ready to provide insights and experience from current practice, and to share
our views on factors that may affect the way corporate reporting evolves in the next decade or so.
We encourage IOSCO to play a leading role in initiating that debate, and in urging other
stakeholders, particularly users, to contribute views.

_________________________

We would be happy to discuss our views further with you. If you have any questions regarding this
letter, please contact Peter Wyman (+44 20 7213 4777), or Jim Lee (+1 408 817 8280).

Yours faithfully,

PricewaterhouseCoopers LLP

6 Report of the 103rd American Assembly November 2003 ‘The Future of the Accounting
Profession’.



SEC Thailand 
Auditor Communications 
Consultation Report 

Questions Comments 
1. Is the standard audit report useful to investors? If not, why? Yes, the information provided in the standard audit report especially auditor’s opinion are very useful and important 

to investors and other stakeholders for making their decisions. The standard audit report helps users to understand 
auditors’ communication easily rather than other non-formatted communication which the users have to imply and 
anticipate the effect of financial statements.   

2. Would investors prefer a more concise audit report (e.g. a 
one-sentence report that includes only the auditor’s opinion on 
whether the financial statements are fairly presented)? If so, 
why? 

No, investors, although, would prefer a clear and concise audit report, the audit report with only the auditor’s opinion 
on “whether the financial statements are fairly presented” is not enough as the report should contain responsibilities 
of management and auditor, and the nature and scope of auditing. In some cases, such as a scope limitation, going 
concern and uncertainty problems, etc., auditors cannot conclude whether financial statements are fairly presented so 
there should be a specific sentence stated the situations of those circumstances as a caution to the investors. 

3. Are investors receiving information about the audit that they 
need to make informed investment decisions? If not, who 
should provide this information—management or the auditor? 
For information that should be provided by the auditor, should 
changes to the standard audit report be made or are other 
auditor communications warranted? What should any new or 
revised auditor communications address (e.g., an auditor‘s 
analysis of risks and other findings in an audit, a report on the 
quality of an issuer‘s financial reporting, an auditor‘s 
discussion and analysis of their independence and the work 
performed in an audit) and what form should it take (e.g. a 
revised standard audit report or a new auditor communication)? 
How would this additional information affect investors’ use of 
audited financial statements? Over time, would the utility of 
such information diminish?  

Yes, we believe that investors receive sufficient information about the audit to make investment decision.  Since 
International standard on Auditing (ISA) already have requirements about auditor communication in the audit report 
to make sure that investors have enough information about the audit. For example, ISA 706 stated that auditor shall 
include an emphasis of matter paragraph or other paragraph in an audit report if it necessary to draw users’ attention 
to a matter, in auditor’s judgment, that is of such importance that it is fundamental to users’ understanding of the 
financial statements or relevant to users’ understanding of the audit, the auditor’s responsibilities or the auditor 
report. 
 
However it should be more useful if investors receive additional information about the company’s internal control 
which included in management letter as well as an auditor analysis of the company’s risk. Such information should 
be prepared by an auditor and be communicated to investors through annual reports or other documents that publicly 
disclosed.  Therefore, it is not necessary to make any changes to the standard audit report.  

4. If new or revised auditor communications are desired, would 
such communications be practicable? What legal, regulatory 
and practical challenges would preclude such communications? 
What criteria or principles should regulators use to determine 
what additional information should be provided? Are there any 
alternative mechanisms for investors to receive this information 
without encountering these challenges (e.g. instead of new or 
revised auditor communications, mechanisms such as new or 
revised disclosures by management or those charged with 
governance) 
 

With reference to the previous comment, the additional information about the company’s internal control and the 
analysis of the company’s risk can be practicable because the auditors have to review and assess this information 
before they perform their audit work; therefore, it should not affect much on the nature of audit procedures. 
However, these changes may affect audit reports and may require more subjective explanations and implications, 
therefore, inconsistencies in auditor reporting may make difficulties for investors to understand the report. Therefore, 
the content in an audit report should be balanced between the details of information and the uncomplicated and 
understandable information. 
 
The legal and regulatory effect of the auditor communications changes could be various depending on a country’s 
laws and regulations regime.  In Thailand, there is no specific regulatory that preclude auditor communication. 
Except for Code of Ethics for Professional Accountants which preclude auditor from disclose confidential client 
information. 

 
1 
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Questions Comments 
 
The criteria or principles that we use to determine additional information that should be provided included:  

- Investors benefit 
- Cost versus benefit to the company and auditor 

 
We believe that there are a lot of alternative ways for investors to receive information without encountering these 
challenges. For example; by monitoring company news, annual reports, regulatory filings  and brokers’ analysis etc. 
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