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On June 21, 2011, the PCAOB issued a concept release1 to solicit public comment on 
potential changes to the auditor’s reporting model. The concept release seeks direction 
on a possible standard-setting project that could result in amendments to PCAOB 
AU Section 5082 and Auditing Standard 13 or in “the development of a new auditing 
standard that would supersede or amend the Board’s current standards on auditors’ 
reports.” Comments on the concept release are due by September 30, 2011. The PCAOB 
will also convene a public roundtable meeting during the third quarter of 2011 to discuss 
the concept release and related issues. 

We encourage all financial statement stakeholders, including audit committees, company 
management, investor groups, and others, to study the concept release and submit 
comments to the PCAOB.

Background
The PCAOB is evaluating the current auditor’s reporting model in response to investors’ 
and other financial statement users’ concerns about the information provided in the 
auditor’s report in light of:

•	 Increasing complexity in preparing and auditing financial statements. 

•	 Ongoing dialogue both in the United States and in Europe on the role of the 
auditor and the form of the auditor’s report. 

In developing this concept release, the PCAOB conducted extensive outreach (from 
October 2010 through March 2011), consulting investors, preparers, auditors, audit 
committee members, regulators, standard setters, and academics. The PCAOB staff gave 
an overview of its outreach efforts, including a summary of its findings, at its March 22, 
2011, open Board meeting and at the March 24, 2011, PCAOB Standing Advisory Group 
(SAG) meeting. For more information, see Deloitte’s April 5, 2011, Heads Up. 
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1	 PCAOB Release No. 2011-003, Concept Release on Possible Revisions to PCAOB Standards Related to Reports on Audited 
Financial Statements.

2	 PCAOB AU Section 508, Reports on Audited Financial Statements.
3	 PCAOB Auditing Standard No. 1, References in Auditors’ Reports to the Standards of the Public Company Accounting 

Oversight Board.

http://pcaobus.org/Rules/Rulemaking/Docket034/Concept_Release.pdf
http://pcaobus.org/Standards/Auditing/Pages/AU508.aspx
http://pcaobus.org/Standards/Auditing/Pages/AU508.aspx
http://pcaobus.org/Standards/Auditing/Pages/Auditing_Standard_1.aspx
http://www.deloitte.com/assets/Dcom-UnitedStates/Local Assets/Documents/AERS/ASC/us_aers_headsup_040511.pdf
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Objective and Overview of Presented Alternatives 
The concept release’s objective is to discuss several alternatives for supplementing the 
current pass/fail auditor’s report and to “increase its transparency and relevance to 
financial statement users.” These alternatives, discussed in greater detail below, include:

•	 Inclusion of an Auditor’s Discussion and Analysis (AD&A) section in a supplement 
to the auditor’s report.

•	 “[R]equired and expanded use of emphasis paragraphs.”

•	 “[A]uditor reporting on information outside the financial statements.”

•	 “[C]larification of certain language in the [current standard] auditor’s report.” 

As indicated in the concept release, these potential supplements are not mutually 
exclusive and a revised auditor’s reporting model “could include one or a combination 
of these alternatives or elements of these alternatives.” In addition, the PCAOB may, on 
the basis of the comments received, consider other ideas that are not addressed in the 
concept release.  

Inclusion of an Auditor’s Discussion and Analysis 
An AD&A would be a supplemental narrative report that is intended to provide a view 
of the audit and financial statements “through the auditor’s eyes.” According to the 
concept release, this narrative could include information about audit risks identified, 
audit procedures and results, and independence. Such information could help investors 
understand a company’s financial statements and related MD&A. 

The concept release states that the “AD&A would likely be among the most expansive 
form of reporting of the alternatives presented since it would provide auditor commentary 
on significant matters to the users of the financial statements.” If this alternative is 
adopted, the “PCAOB, in collaboration with the SEC, would likely need to develop new 
auditing standards to provide standard, objective criteria to the auditor regarding the 
appropriate content and level of detail to be reported in an AD&A.” 

Required and Expanded Use of Emphasis Paragraphs
Under the current PCAOB standards, emphasis paragraphs are not required but may 
be added at the discretion of the auditor. This alternative “would mandate the use of 
emphasis paragraphs in all audit reports.” Such paragraphs would “highlight the most 
significant matters in the financial statements and . . . identify where these matters are 
disclosed in the financial statements.” The concept release further states that “emphasis 
paragraphs could be required in areas of critical importance to the financial statements, 
including significant management judgments and estimates,” areas of significant 
uncertainty, and other areas the auditor deems important to emphasize for a more 
thorough understanding of the financial statement presentation. 

Auditor Reporting on Information Outside the Financial Statements
This alternative could be used to provide assurance on information outside the financial 
statements (e.g., MD&A, or portions thereof, such as critical accounting estimates). Such 
assurance may give investors and other financial statement users more confidence in the 
information provided by management and presented outside the financial statements. 
The concept release indicates that providing such assurance “would increase the scope 
of the auditor’s responsibilities, require the development of new auditing standards, and 
might result in projects separate from the auditor’s reporting model project.”

Clarification of Certain Language in the Auditor’s Report 
Although this alternative “would not significantly expand the content of the auditor’s 
report, it could provide additional explanation about what an audit represents and the 
related auditor responsibilities.” As described in the concept release, possible language 
that could be added to the report includes:
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•	 The meaning of reasonable assurance, which is defined in the auditing standards 
as “a high level of assurance, but not absolute assurance.”

•	 An explanation of the auditor’s responsibility for fraud. 

•	 Explicit reference to the auditor’s responsibility for financial statement 
disclosures. 

•	 Management’s responsibility for the fair preparation of the financial statements. 

•	 Discussion of the auditor’s responsibility for information outside the financial 
statements.

•	 A statement in the report that the auditor has a responsibility to be independent 
of the company and has complied with applicable independence requirements 
of the PCAOB and SEC. 

Considerations
During the PCAOB staff’s outreach efforts, various participants suggested that certain 
practical challenges and unintended consequences could result from additional auditor 
reporting. On the basis of the questions in the concept release, the PCAOB is interested in 
hearing views on the following: 

•	 General considerations related to changing the auditor’s report.

o	 Retention of the current pass/fail model.

o	 Need for expansion of the information provided by the auditor and what 
new information should be included.

o	 Potential benefits and shortcomings of each presented alternative.

o	 Whether a combination of the alternatives or certain elements of the 
alternatives would more effectively improve the auditor’s reporting model.

o	 Feasibility of avoiding boilerplate language under the suggested alternatives.

o	 Potential direction of and need for related standard-setting projects under 
the suggested alternatives.

o	 Liability considerations.

o	 Additional considerations/alternatives that the PCAOB should contemplate in 
making changes to the current auditor’s reporting model.

•	 Potential implications for the audit, including scope. 

o	 Implications for the scope of the audit or the auditor’s responsibilities.

o	 Effect on audit quality. 

o	 Effect on the auditor’s relationships with management and the audit 
committee. 

o	 Other practical challenges. 

•	 Effects on issuers.

o	 Impacts on meeting current filing deadlines.

o	 Effects on audit committee governance.

o	 Confidentiality considerations.

o	 Concerns regarding potential costs associated with the suggested 
alternatives.

o	 Appropriateness of the auditor’s being the direct provider of additional 
information about the company’s financial statements. 
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Subscriptions
If you wish to receive Heads Up and other accounting publications issued by Deloitte’s Accounting Standards and Communications 
Group, please register at www.deloitte.com/us/subscriptions.  

Dbriefs for Financial Executives 
We invite you to participate in Dbriefs, Deloitte’s webcast series that delivers practical strategies you need to stay on top of 
important issues. Gain access to valuable ideas and critical information from webcasts in the "Financial Executives" series on the 
following topics: 

•	 Business strategy & tax. •	 Financial reporting. •	 Sustainability.

•	 Corporate governance. •	 Financial reporting for taxes. •	 Technology.

•	 Driving enterprise value. •	 Risk intelligence. •	 Transactions & business events.

Dbriefs also provides a convenient and flexible way to earn CPE credit — right at your desk. Join Dbriefs to receive notifications 
about future webcasts at www.deloitte.com/us/dbriefs. 

Registration is available for this upcoming Dbriefs webcast. Use the link below to register:

•	 Corporate Governance: The Latest Trends and Results from the 2011 Proxy Season (July 6, 2 p.m. (EDT)). 

Technical Library: The Deloitte Accounting Research Tool
Deloitte makes available, on a subscription basis, access to its online library of accounting and financial disclosure literature. Called 
Technical Library: The Deloitte Accounting Research Tool, the library includes material from the FASB, the EITF, the AICPA, the 
PCAOB, the IASB, and the SEC, in addition to Deloitte’s own accounting and SEC manuals and other interpretive accounting and 
SEC guidance. 

Updated every business day, Technical Library has an intuitive design and navigation system that, together with its powerful search 
features, enable users to quickly locate information anytime, from any computer. In addition, Technical Library subscribers receive 
Technically Speaking, the weekly publication that highlights recent additions to the library. 

For more information, including subscription details and an online demonstration, visit www.deloitte.com/us/techlibrary.
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