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The Advisory Group met in the Hamilton Ballroom
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Street, Northwest, Washington, D.C. at 9:00 a.m., Steve
Harris, Chairman, presiding.
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MEMBER YERGER: Okay. Our first but final
recommendation 1is urging an expanded audit report. I
could almost repeat all the comments I made about the

signature, this is not a new issue for the Board which

is -- it's been considering the issue. It’s actually not
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a new issue for this committee, we have discussed it and
I think supported it quite robustly. And it's not a new
issue globally, as we've discussed, expanded reports are
in place in other countries and as we've learned, I think
the Rolls Royce example 1is a terrific one, actually it
seems to be working in a really significant way.

So you know, the issue of the quality of the
audit report really has been debated for decades and I
think there is value from an investor standpoint in the
current very blunt pass/fail model that's in the report.
It's concise, it's clear, it's comparable. But I think
it i1s clear today that the current auditor's report is
Just not satisfying the needs and interests of investors

who really are the final and the ultimate customer of

these products. As we surveyed the members of -- what
was 1t -- of the investors two and a half, maybe, two
years ago, three years ago, on this issue there was

strong support for an enhanced audit report from the
investor community. CFA Institute has similarly surveyed
its members and found the same thing. So this is a space
where I think investors' viewpoint is pretty consistent

and clear, that they would like to know more from the
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auditors.
You know, we do believe there's going to be an
enhancement of audit quality 1if the auditor's report

would be expanded, but I think there are also some other
real benefits for investors from an expanded report.
First of all, I view auditors as independent experts who
have knowledge about the company that, you know, most of
us investors can't get at. I think there would be real
value 1n gaining from some of their knowledge and
expertise and it would help investors analyze and price
risks and make investment decisions.

I think an expanded report would really heighten
the perceived value of the audit firm work, something
that Lynn discussed earlier, and I think 1t might give
firms some leverage to effect change and enhance
management's disclosures and practices. And I finally
think that this expanded reporting would enhance the

transparency and promote real confidence 1in audited

financials.
In terms of cost, Steve, you brought this up
earlier, I think a lot of the things that we would like

to see in that expanded report, sort of what was in the
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Rolls Royce report, is probably already being
communicated to the audit committees, so I don't know
that I see this as a really expensive undertaking in
terms of disclosing to the public.

And I also note, I know that there's a lot of
debate about who should this expanded information be
coming from? Should it come from the audit committee?
Should it come from the outside auditor? And my view 1is
there's real wvalue 1in getting the insights from the
outside auditor, the independent expert that's been
retained by the firm. I believe there could be better
disclosures from the audit committee but I don't think
that the audit committee should solely be responsible for

this.
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MEMBER SILVERS: First, my thanks to my
colleagues for picking up after me. I was at lunch with
my wife and didn't realize that I was up next. So now
I've gathered my thoughts, I have a couple of things to
say about this.

The first is to repeat what I guess has been --
actually what someone said earlier which is, in relation
to the question of the expanded audit report, it only —--
Just to put a further gloss on the recommendations that
are here, it only makes -- it's only going to work, I
think, if there's a requirement to disclose something.
Meaning that i1f basically the expanded audit report is
a mandate to tell us, tell the public, tell investors if
something is wrong. The audit firm will, of course, say

nothing is wrong.
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Now that requirement, that further requirement
may give the audit firm some leverage 1n private
negotiations with the issuer but it's not going to result
in any new information. What will result in new
information is the requirement to disclose, you know, for
example, the most -- you know, every audit has matters
that come up that are of concern to the auditor that are
generally resolved 1n some fashion that's mutually
acceptable. The requirement to disclose the most salient
such matter, there's always one, right? And the notion
that you can't say nothing seems to me to be something
that would actually add wvalue of the kind that the

examples in our report outline.
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21 some of the work that Ann and Norman and Gus Sauder, who

22 used to be a member of this group, did a few years ago,
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basically what we heard from users 1is, although they
found the audit useful, they didn't even 1look at the
report because it had no information content. And there
are other things we could come up with but at a minimum
I think those three are indicative of the fact that there
are issues with both audits and the communication of the
audit results, that these recommendations are designed

to try to be responsive to.
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If you start thinking of what we do in terms of
the disclosures that we can now implement to enhance
confidence that the public is getting the facts about the
audit, and certainly they are, the audit reporting model
is the Dbiggest project going 1in that regard, the
practices in the firm that we can lobby for successfully
in talking to the firms. And then the final ultima ratio
of where we can say we think this responsibility comes
to rest outside, those are three fairly important sticks
that we have to wield. They are three fairly important

devices we have for improving audit quality.
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22 institutional investors that have commented support that.
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Audit committees seem to be almost unanimous 1in their
opposition. So these are groups that are supposed to
represent the interests of investors and on major policy
issues are taking policy positions opposite that espoused

by investors.
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So we've 1issued a proposal for the auditor to
disclose critical audit matters in the audit report and
also to describe what the auditor's responsibility was
with respect to other information accompanying the
financial statements. Some of the non-audited -- some
of the non-GAAP measures and others which could be
reported in the other information where the auditor has
to read and consider that. But we were heightening some

of the requirements there.

We also held public hearings on the expanded
auditor report in April of 2014. So our plan now 1is to
issue a reproposal on expanded auditor reporting

requirements, taking into account the comments we
received during the comment period as well as at the
public meeting and to issue that reproposal probably in
the first quarter of 2015. We are staying obviously very
close to all of those global developments and have had
many conversations with the IAASB and European Commission
and others.

Just 1in terms of timing, somebody mentioned
falling behind, hopefully we won't fall too far behind

here. the TIAASB expects to approve a standard on
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expanded auditor reporting at their December meeting.
And that they expect to be effective for year's ending
on or after December 15th, 2016 such that expanded
auditor reporting would take place in 2017. $So if we can
get our reproposal out 1in the first quarter as I
suggested, and hopefully move that along, maybe we can
get on track.

By the way, that IAASB report that they expect to
approve 1in December, the IAASB report, does include a
requirement to disclose the name of the engagement
partner in the audit report so that will be a requirement
basically around the world for all those countries over
100 Jjurisdictions that follow international auditing
standards. So again, please weigh in on that reproposal
on expanded auditor reporting that we'll issue 1in the

first quarter of 2015.
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3 And then on this expanded audit report, that we
4 get it right and that it's useful information and not
5 just a lot of boilerplate at the end of the day, if we're
6 going to have companies and the investors 1in those

7 companies paying for that extra work.
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MEMBER HARRISON:

I'll be brief because first of all some of the
observations I would have offered have been covered
already. I don't want to be repetitive. I'll end on the
note or theme I mentioned in one of my comments earlier,
and that is that I would strongly urge the Board, in
everything you do, but in particular in the rulemaking
in which you engage that pertains to the audit report and
some of the other disclosure-oriented issues that we've
mentioned today, to bear in mind that one of the things
that the audit profession and audit firms can do where
I think there is tremendous room for improvement 1is to
be an additional source of valuable information that

informs the investment process, as we discussed earlier.
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