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Why This Report is Being Issued

Since the Securities Acts of 1933 and
1934 established financial reporiing
requirements for most publicly heid
corporations, there have been periodic
efforts o improve the usefulness of
audited financial statements for sharehoid-
ers and other exiernal users of financial
information, Currently, the Public Oversight
Board (POB), an independent body
charged with overseeing and monitoring
the quality control programs of pubiic
accounting firms that audit publicly heid
companies, is taking steps to further
improve the quaility of financial reporting.

in 1894 the POB appointed an Advisory
Panet on Auditor Independence’ {0 assess
criticisms about the professionalism of
independent auditors and consider steps
to better assure the integrity and
objectivity of their Judgments about the
application of generally accepled
accounting principles, Particular aitention
was directed to identifying steps to
improve the qualily of financial reporting.

In accepting the Panel's report,
Strengthening the Professionalism of the
independent Auditor, the POB determined
that issues raised by the Panel merit
consideration by a broad audience of
corporate directors, chief executives, and
chief financiat officers.

A maior lopic in the Panel's report deals
with strengthening the relationship
between the board of direciors and the
independent audiior to help direciors meet
their governance responsibitities and

An active and effective board of directors, responsible financial
management, skeptical and independent auditors, and attentive
regulatory authorities all have responsibilities to safeguard those
who invest in public corperations. Effective corporate governance of
the financial reporting process is an important tool for enabling
companies and their auditors to fulfill those responsibilities.
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firms thal audit pubiic companies.

improve the quality of financial statements.
Of the Panel's ten principal conclusions
five are related to that topic.

Corporate financial reports require
numerous judgments in applying generally
accepted accounting principles to reflect
the economic substance of transactions
and evenis and to determine the
underlying amounts reporied in financial
statements. Many respondents o the
Panel's inquiries observed that corporate
financial reporis, white conforming io
generally accepted accounting principles,
do not always reflect the most appropriate
or useful presentation allowed by those
principles.

The central suggestion of the Panel is
that corporate boards and audit
commitiees should expect to recelve
and independent auditors should
detiver forthright, candid, oral reports
in a timely manner on the guality--riot
just accepiability—of a2 company’s
financiat reporting, That quality
assessment should be based on
judgments about the appropriateness,
aggressiveness or conservatism of
selected or contempiated accounting
principies and estimates and judgments
about the clarity of disclosures.

By making that suggestion, the Panel's
obiective is not 10 narrow the range of
acceptable accounting practices bul to
give directors a betier basis for under-
standing and influencing corporate
practices. The POB believes that if
corporate directors and audit committees
endorse the Panel's suggested practices
and establish a supportive climate, the
result will be a low-cost, non-reguiatory
step toward more credible financial
raporting.

The Executive Committes of the SEC
Practice Section®, with the encouragement
of the American Institute of Certified Public
Accountants Board of Direciors, has

* The Panel was chiaired by Dorald J. Kirk, corperate director and former Chairman of the Financial Accounting Standards
Soard. The other members were George 0. Anderson, former Chairman of the AICPA, and Raiph $. Saui, corporate
direttor and former Chairman and CEQ of CIGNA Corperation. The Panel interviewed autitors, business executives,
attorneys, academics and governmen? officials and reviewed writlen submissions and other related raporls and studies.

 The SEG Practice Sectivn is an organization of ever 1,250 CPA firms formed 10 improve the qualify of practice of CPA







