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About this Point of view 

Welcome to Ernst & Young’s Point of 

view series. These documents    

express our view on current public 

policy and regulatory matters of  

importance to our stakeholders, our 

profession and the capital markets.  

 

Auditor reporting  

Ernst & Young strongly supports meaningful change to increase the usefulness and 

informational value of the auditor’s report. In its recent Invitation to Comment: 

Improving the Auditor’s Report (ITC), the International Auditing and Assurance 

Standards Board (IAASB) proposes a number of suggested potential improvements to 

enhance the relevance of the auditor’s report in the public interest. This Point of view 

summarizes Ernst & Young’s views on auditor reporting, as set forth in our response 

to the ITC. 

Context  

Issued in June 2012, the ITC is the IAASB’s second consultation in its auditor 

reporting project. The ITC seeks to address the question of what auditors can do 

through the auditor's report to help address the requests by investors and other 

stakeholders for more relevant and decision-useful information about the audited 

entity, its financial statements and the audit process itself. The centerpiece of the ITC 

is a four page illustrative auditor’s report, which demonstrates the possible application 

of the IAASB’s suggested improvements. If all of these suggestions were ultimately 

incorporated into the auditing standards on auditor reporting, this would represent a 

substantive change in the way auditors communicate information to financial 

statement users through the auditor’s report.   

Responses to the ITC will provide important input into the IAASB’s standard-setting 

process. The current timetable anticipates exposure drafts of revised auditor reporting 

standards in June 2013, with final standards targeted for June 2014.   

The US Public Company Accounting Oversight Board (PCAOB) also is considering 

changes to the auditor’s report. Its concept release, issued in June 2011, focused on 

audits of US-listed public companies and explored four specific alternatives to the 

existing auditor reporting model. We expect the PCAOB to propose standards in 

2013. Other regulators and policy makers, including the UK Financial Reporting 

Council and the European Commission, also are exploring and proposing changes to 

auditor reporting.   

Key points 

► Our views on potential changes to auditor reporting are guided by certain 

overarching considerations that seek to keep investors’ interests and audit 

quality at the forefront. 

In the context of the current environment, and in evaluating possible changes to the 

auditor’s report, we believe the following are key considerations:   
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► Changes to the auditor's report should be viewed by users and other         

stakeholders as both meaningful and a substantive improvement from current 

practice. 

► The separate responsibilities of management, those charged with governance 

and the auditor should be preserved. 

► Additional information provided by the auditor should serve to further inform, 

and not confuse, investors and other users about the auditor's opinion on the 

financial statements as a whole.   

We recognize some of these suggested improvements will come with certain         

implementation challenges. Therefore, it is important that all stakeholders, including 

users of financial statements, continue to express their views and engage with the 

standard setters and others so that there can be a thorough consideration of the 

benefits, as well as potential challenges, of the various alternatives under              

consideration.    

► We believe the auditor’s report can be enhanced to provide greater           

informational value to users and we support the concept of including auditor 

commentary in the auditor’s report. 

Auditor commentary should require auditors to highlight matters that, in the auditor’s 

judgment, are likely to be most important to users’ understanding of the financial 

statements and draw attention to management’s disclosures of those matters. We 

believe auditor commentary should do more than simply “point” to the disclosures in 

the financial statements. The auditor should provide an indication of why the auditor 

believes the matter is important to users’ understanding of the audited financial   

statements. 

In contrast, we do not believe it is appropriate for the auditor to describe specific audit 

procedures performed or related results in auditor commentary. It would likely be  

difficult to provide a concise summary of the numerous procedures an auditor       

performs to address complex and/or highly judgmental areas of the audit, as there is 

no ability to discuss these directly with users to provide additional context, which is 

the case when the auditor communicates with those charged with governance. We 

have a further concern that users may infer the auditor is providing separate, different 

or a higher level of assurance on those matters, which could result in confusion about 

the auditor's opinion on the financial statements as a whole.  

The nature of auditor commentary will influence the financial reporting process.     

Although auditor commentary is likely to add time and effort to the preparation of the 

auditor’s report, we believe that, at a minimum, it should be required for audits of 

listed entities.   

► We believe that the issue of going concern should be addressed holistically, 

with enhanced disclosures by both management and the auditor, and    

therefore recommend that the IAASB collaborate with the International     

Accounting Standards Board (IASB) and other standard setters.  

The IAASB has proposed that the audit report include a statement on (i) the          

appropriateness of management’s use of the going concern assumption in preparing 

the financial statements and (ii) whether material uncertainties in relation to going 

concern have been identified. We are generally not opposed to including explicit 

statements in the auditor’s report relating to going concern. However, we believe a 

holistic approach, which requires collaboration between the IAASB and the            

IASB, should be considered so both the auditor and the preparer have a clear role to 

play.   
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A holistic approach could address the lack of clarity about the meaning of certain 

terminology, such as “material uncertainty,” “significant doubt,” or “ability to continue 

as a going concern.” Because of the current lack of clarity in these terms, we believe 

introducing requirements now for the auditor to make affirmative statements about 

going concern in the auditor’s report could result in misunderstanding or confusion by 

users.  

A holistic approach also could involve considering new requirements for preparers to 

make specific disclosures about management’s assessment of going concern (for 

example, events or conditions identified and why they do not rise to the level of 

material uncertainty), on which the auditor could make an explicit statement. These 

disclosures are not currently required under IFRS, and without them the auditor may 

be required to provide original information about the entity, which we do not believe is 

an appropriate role of the auditor.  

► We support including a statement in the auditor’s report as to whether any 

material inconsistencies between the audited financial statements and other 

information have been identified based on the auditor’s reading of other 

information.  

We also support the suggestion to identify clearly the auditor’s responsibilities and the 

specific information that has been read in accordance with these responsibilities. 

► Suggested improvements for increased transparency in the auditor’s report 

by naming the engagement partner and identifying other auditors involved in 

the audit raise complicated issues that may result in unintended or negative 

consequences. 

We do not support disclosure of the engagement partner’s name in the auditor’s 

report as we do not believe it is either necessary or adds to the quality of the audit. 

We acknowledge, however, that a requirement for the identification of the partner has 

existed in many jurisdictions for some time and is a function of the local legal and 

regulatory environment as well as cultural norms in those jurisdictions. Therefore, we 

suggest that the disclosure of the name of the engagement partner would be better 

addressed by national standard setters. 

We also do not support the disclosure of the names of other auditors involved in the 

audit, as we believe strongly that the sole responsibility principle in ISA 600 regarding 

group audits is in the best interests of investors. According to ISA 600, the group 

auditor has sole responsibility for the direction, supervision and performance of the 

group audit. However, it may improve transparency about the audit process to provide 

a high-level indication of the relative percentage of participation of affiliated and      

non-affiliated firms in a group audit, if such a disclosure would be of meaningful value 

to users.  

► We support other suggested improvements to provide clarity about audits 

performed in accordance with ISAs. 

We support the enhanced descriptions of the responsibilities of management, those 

charged with governance and the auditor, and believe that these descriptions will 

enhance users’ understanding of the role of the auditor and the nature of audit work. 

 



  4  

Auditor reporting — November 2012 

We support placing the auditor’s opinion and auditor commentary toward the 

beginning of the auditor’s report and standardized language toward the end of the 

report. We believe this approach provides the appropriate ordering of information that 

is of most important to users of financial statements.  

► We support global consistency in the auditor’s report across entities and 

jurisdictions. 

We continue to believe comparability is important for global investors and global 

markets; therefore, the auditor’s report should be as consistent as possible across 

jurisdictions. Nevertheless, international standards must be capable of being 

implemented in diverse national environments. Differing legal, regulatory and 

reporting frameworks in jurisdictions may present challenges in achieving global 

consistency, and therefore some flexibility needs to be provided. To that end, we 

support the “building blocks” approach suggested by the IAASB as a mechanism to 

accommodate the varying needs of national reporting regimes and national standard 

setters. However, we believe jurisdictions should tailor auditor’s reports only to the 

extent necessary to adhere to local reporting requirements or practices, and that any 

non-ISA elements in the auditor’s reports should be clearly distinguished to allow for 

comparability across jurisdictions. 
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