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Re: PCAOB Rulemaking Docket Matter No. 34 – Concept Release on Possible Revisions to 

PCAOB Standards Related to Reports on Audited Financial Statements and Related 

Amendments to PCAOB Standards 

To Whom It May Concern:  

 

The American Bankers Association (ABA) appreciates the opportunity to comment on the 

Concept Release on Possible Revisions to PCAOB Standards Related to Reports on Audited 

Financial Statements and Related Amendments to PCAOB Standards (Concept Release). ABA 

brings together banks of all sizes and charters into one association. ABA works to enhance the 

competitiveness of the nation’s banking industry and strengthen America’s economy and 

communities. Its members – the majority of which are banks with less than $125 million in 

assets – represent over 95 percent of the industry’s $13.3 trillion in assets and employ over 2 

million men and women.  

The Concept Release seeks comments on potential changes to the auditor’s reporting model 

based on concerns of investors and other financial statement users. The changes being considered 

include: (1) a required Auditor’s Discussion and Analysis (AD&A) to be included with an 

auditor’s report, (2) required and expanded use of emphasis paragraphs within the current format 

of the auditor’s report, (3) auditor assurance on other information outside the financial statements 

(for example, information within Management’s Discussion and Analysis (MD&A), non-GAAP 

information presented, and information within earnings releases), and (4) clarifying language 

within the current auditor’s report that explains what the audit represents and the related auditor 

responsibilities.  

 

ABA believes that auditor reporting should not be expanded as proposed in the Concept Release. 

Instead, the audit expectation gap should be narrowed. ABA fully supports efforts that lead to 

more efficient markets and the effort to provide better information for improving the level of 

knowledge needed in the allocation of capital. Representing lenders that collectively comprise a 

significant share of financial statement users in the U.S., we understand that external audits are 

important to many users of financial statements in effective decision-making related to the 

allocation of capital. Capital is efficiently allocated by those who have sufficient knowledge of 

the related reporting entities and their business models. However, we believe that the focus 

should be on continuing to enhance the quality of financial reporting in areas where investors 
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perceive there are gaps, rather than expanding the role of the external auditor. . Investors are, 

thus, best served by direct communication from the companies themselves.  

 

We disagree with those who believe that the value derived from expanding auditor procedures to 

include an AD&A or to provide auditor assurance on other information outside the financial 

statements will exceed the massive costs that would be required to perform the procedures. Such 

approaches will only lead to more user confusion between the different reports issued by the 

auditors and management and will likely increase the already-existing ―expectation gap‖ of what 

audit assurance actually provides to the investor. For example, discussion of audit ―close calls‖ 

may actually cause the financial statement user to question the quality of the audit work and why 

the amounts actually recorded should be relied upon. Considering that ―close calls‖ do not 

necessarily mean that final decisions made by management or by the auditor are wrong, it is 

critical to clarify the overall audit process and specific concepts related to it. However, the focus 

of the audited financial statements should not be on the auditor, but on the related reporting 

entity. 

 

Underlying the Concept Release is the notion that auditors often have significant information 

regarding how a company’s financial statements were prepared that might be useful to investors 

and other financial statement users. ABA believes that this information from the auditor, at best, 

will only confirm what is already disclosed in footnotes to the financial statements or the 

MD&A. Over time, investors may become frustrated with the auditors’ language, which is likely 

to be carefully-crafted and self-protecting. This could eventually render most of the additional 

reporting as irrelevant. At worst, such reporting, especially since it relates to highly judgmental 

areas, could result in uncertainty among users that is unwarranted.  

 

Within the Concept Release, it was pointed out by some that the recent financial crisis is an 

example of how expanded auditor reporting might be useful in assessing the quality of the 

financial statements. Discussions of off-balance sheet contingencies and of the sensitivity of loan 

loss estimates were specifically cited. In our outreach to various banking analysts, we found that 

the vast majority do not list changes to the auditor report as a significant matter (and none 

believe it would adequately address the two issues just cited). While we understand that there are 

those who believe that the related disclosures within the notes to the financial statements or 

within the MD&A were insufficient prior to the financial crisis, those are issues that should be 

addressed (and, in fact, have been – or are currently being – addressed) by the Financial 

Accounting Standards Board and the Securities Exchange Commission. We question how 

expanded auditor reporting, especially that contemplated within an AD&A or by expanding 

procedures over the MD&A, would have adequately addressed such concerns. The judgmental 

nature of the valuation of loan loss estimates, contingencies, and fair values, is central to the 

commercial banking business. This is why detailed disclosure of those key areas of estimates and 

management judgment is normally included within the first notes to the financial statements, as 

well as within the risk sections of the MD&A.  
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Financial statements of any company include judgments and estimates at a specific point in time. 

No matter what kind of emphasis is put on this fact, volatility in the markets (especially the 

volatility experienced in the last four years) will often greatly reduce the relevance of these 

estimates by the time the report is issued. Further, bank financial performance (and, thus, bank 

equity prices) is often influenced by factors that cannot be adequately reflected in financial 

statements. Liquidity management and the business impact of regulation, which are commonly 

addressed in quarterly filings, are among examples. These types of disclosures would be 

impractical to audit. Attempting to provide additional investor comfort and focus in the financial 

statements through increased auditor communication will likely only add to the confusion over 

what those statements mean to future bank performance.   

 

Instead, ABA believes that the PCAOB should consider solely how the auditor report can be 

revised to reduce the expectation gap. We caution the PCAOB on the expansion and requirement 

of the use of emphasis paragraphs. As bank audited financial statements often include scores of 

pages of footnote disclosures, the emphasis paragraphs could also turn the auditor report into one 

of similar length, thereby diluting the emphasis objective. We agree that these paragraphs could 

further turn into ―boilerplate‖ wording over time (or be understood that way).  

 

We believe that it may be useful to add additional clarifying language to the auditor report as to 

what the audit represents. This is the most direct way to lower the expectation gap. However, 

since most of the concern on this project addresses management’s judgments and estimates, we 

admit that, practically speaking, the resulting language may end up merely advising the user to 

carefully read the whole report. While we are not confident that this will have significant impact 

on user understanding of the company, it is perhaps the best the auditor can do to help.  

 

As was experienced during the implementation of the Sarbanes-Oxley Act, expansion of audit 

rules and processes can result in significant concerns about costs versus benefits. We realize that 

this is outside the purview of the PCAOB, but we believe that the expenses of implementing the 

Concept Release would be better spent, and investors would be better served, by reducing the 

complexity of financial reporting or clarifying the risks reporting companies face, rather than 

significantly expanding the requirements of the external auditor. These costs and benefits should 

also be considered in light of significant current efforts by both auditors and reporting entities to 

comply with existing reporting deadlines. 

 

Thank you for your attention to these matters and for considering our views. Please feel free to 

contact me (mgullette@aba.com; 202-663-4986) if you would like to discuss our views. 

 

Sincerely, 

 
Michael L. Gullette 
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