
 
                       

 
 

 

  

 

 

 

The Home Depot, Inc.  2455 Paces Ferry Road, NW  Atlanta, GA  30339-4024 

September 17, 2015 

Office of the Secretary 
Securities and Exchange Commission 
100 F Street, NE 
Washington, DC 20549-1090 

Re: 	 Concept Release No. 33-9862; File No. S7-13-15 – Possible 

Revisions to Audit Committee Disclosures 


Ladies and Gentlemen:  

This letter is submitted on behalf of the Audit Committee (the “Committee”) of the Board 
of Directors of The Home Depot, Inc. (the “Company”).  The Committee appreciates the 
opportunity to comment on the Concept Release issued by the Securities and Exchange 
Commission (the “Commission”) entitled “Possible Revisions to Audit Committee Disclosures” 
(Release No. 33-9862; 34-75344) (the “Release”).  We agree with the Commission’s statement 
that the audit committee plays a critical role in overseeing the integrity of a company’s internal 
and external audit and financial reporting processes, and we commend the Commission for its 
efforts to improve disclosures provided to investors.  We have reviewed the Release and 
considered the benefits and usefulness to our investors of the additional disclosures proposed by 
the Release along with the costs and concerns to the Company such additional disclosure 
requirements may impose.  For the reasons discussed in this letter, the Committee believes that 
the Commission’s proposed disclosures may unnecessarily expand the responsibilities of and 
overburden audit committees, impair the audit committee’s ability to use flexibility and 
judgment in exercising its duties, potentially hinder open, candid communications between audit 
committees and auditors, and discourage qualified individuals from serving on audit committees.  
In addition, we believe that certain proposed disclosures are unnecessary and/or would have little 
meaning to investors.  To the extent that the Release identifies areas in which companies could 
provide investors with additional information, the Committee recommends that the Commission 
encourage audit committees to provide useful company-specific disclosures on a voluntary basis. 

Additional Disclosure Regarding Audit Committees Responsibilities 

We believe additional disclosure regarding an audit committee’s responsibilities and the 
discharge of its duties is unnecessary.  The Commission should not adopt additional disclosure 
requirements unless it has sufficient evidence that audit committees are failing to meet their 
obligations. There is no clear evidence of a systematic failure regarding the performance of audit 
committees, and, other than a very small minority of certain interest groups, there has not been 
any wide-spread demand by investors for additional disclosure.   



 

   

 
 

                                                 
 

    

The Commission’s existing disclosure requirements already require meaningful 
disclosure regarding the responsibilities of the audit committee. These disclosure requirements 
are sufficient for investors to understand whether the audit committee members are fulfilling 
their oversight functions. We agree the Commission should amend Item 407(d)(3) of Regulation 
S-K to update the outdated reference to AU 380, which was superseded by PCAOB Auditing 
Standard No. 16 (“AS 16”). AS 16 governs the extensive communications between the audit 
committee and the independent auditor that foster effective oversight.  We believe referencing 
this standard, along with the other existing disclosure requirements regarding audit committees 
and auditors, is sufficient to inform investors that the audit committee is fulfilling its obligations 
in a manner consistent with the applicable accounting and legal standards.  Any additional 
disclosures, as suggested, would not help investors to make more informed investment and 
voting decisions or provide any additional meaningful information to investors.  

Moreover, given the varying sizes and complexities of public companies, the scope of the 
work conducted by audit committees will vary from company to company, and the audits that 
they oversee have various levels of complexity.  Any additional disclosure would need to be 
lengthy and detailed and would likely still be insufficient to allow the investor to fully 
understand each aspect of the audit committee function and how the audit committee enhances 
the financial reporting process. Since day-to-day activities of audit committees can and should 
vary greatly between companies (and possibly from one period to the next depending on the 
needs of a company), meaningful comparability between companies would be very difficult to 
achieve. Thus, additional disclosure requirements would greatly increase the burden of audit 
committees and companies without any real benefit to shareholders, especially at a time where 
the Commission is analyzing whether investors are experiencing information overload and 
whether investors are served by all of the disclosure with which they are currently being 
provided.1 

As noted in the Release, audit committees have taken on key oversight functions for 
public companies, including primary responsibility for overseeing risk management, compliance, 
cybersecurity, and major financial exposures.  These tasks require Committee members to devote 
significant time and resources to overseeing the significant risks affecting the Company.  We 
believe that the audit committee’s function is very important, but we realize that there is a limit 
regarding the number of tasks that any audit committee can perform in an effective and efficient 
manner. Although the Release is limited to financial risks, companies face many other types of 
risks, as set forth above, in the normal course of business.  If audit committees are required to 
devote additional resources to further mandatory disclosures of questionable value, those 
resources may have to be diverted from other, perhaps more significant, risks facing the 
company.   

In a 2015 global survey of 1,500 audit committee members, KPMG LLP found that three 
out of four audit committee members said the time required to carry out their responsibilities has 
increased significantly or moderately.  That same survey also found that 40% of respondents 

1 See “Disclosure Effectiveness: Remarks Before the American Bar Association Business Law Section Spring 
Meeting,” Keith F. Higgins, Director Division of Corporation Finance (April 11, 2014). Available at: 
https://www.sec.gov/News/Speech/Detail/Speech/1370541479332. 
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thought it was “increasingly difficult” for the audit committee to have the time and expertise to 
oversee the major risks on its agenda in addition to its regular oversight responsibilities. Former 
SEC Chair Arthur Levitt famously described the audit committee’s role as representing one leg 
of a three-legged stool, the other legs of which represent the roles played by management 
engaged in preparing financial statements and the independent auditors. We believe that adding 
the tasks contemplated within the Release may overload audit committees to the point that the 
“stool” is no longer functional. We also believe that additional mandatory disclosures and 
responsibilities may make it difficult to attract and retain qualified audit committee members.  
Corporate governance commentators have noted that potential audit committee members are 
deterred from serving on the audit committee as a result of the increased responsibilities and 
potential liabilities. Requiring additional unnecessary disclosure with the potential to increase 
liability could further deter directors from serving on the audit committee. 

Additionally, prescriptive disclosure is unnecessary as companies can voluntarily provide 
additional disclosure if investors in a particular company believe that such additional information 
is necessary.  In lieu of required disclosures, we support voluntary additional disclosures that 
provide shareholders with information that is helpful in assessing the effectiveness of a 
company’s audit committee.  We believe that voluntary disclosures generally reflect a 
company’s particular facts and circumstances, and thus are more likely to be useful to investors.  
Our Company believes in the importance of communicating with its investors regarding the need 
for more information.  Like an increasing number of other companies, our Committee voluntarily 
discloses additional relevant information to its shareholders, including additional disclosures 
added in response to specific requests by shareholders. Our voluntary disclosures are specifically 
designed to provide useful and relevant information that will help our shareholders make 
informed decisions regarding their investments.  Instead of providing additional meaningful 
information, we believe that requiring mandatory disclosures may lead to an increase in 
boilerplate language, which likely would not be useful to investors, and may discourage 
companies from providing detailed and useful disclosures that deviate from the established 
boilerplate language. The Commission should not further burden companies and audit 
committees with disclosures that are unnecessary for investors to make informed investment or 
voting decisions. 

Additional Disclosure Regarding Audit Committee Oversight of the Auditor 

Additional disclosure regarding audit committees’ oversight of the auditor is unnecessary 
for the protection of investors, would have an adverse impact on communications between 
auditors and audit committees, and would have negative unintended consequences on the overall 
performance of audit committees.  The negative impact that would result from these potential 
disclosures substantially outweighs any benefits to shareholders the additional information may 
provide. 

The standards that govern audit committees are designed to provide the audit committee 
with flexibility to meet the needs of a specific company, particularly regarding the oversight of a 
company’s independent auditor.  Because of these flexible standards, additional information 
regarding the audit committee’s oversight of auditors will not enable investors to meaningfully 
differentiate between companies, as the methods by which the audit committee performs these 
responsibilities vary significantly from company to company.  Adding this type of disclosure to a 
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proxy statement, which investors are already complaining is too lengthy, would significantly 
increase the burden on companies, shareholders and audit committees.  Furthermore, the 
disparate information may be misleading because the activities of an audit committee should 
change based on the facts and circumstances at any given time.  Investors would not have the 
context or perspective to understand the reasons for the changes from period to period, or may 
inaccurately interpret the meaning into those changes. 

Any requirement to provide disclosure regarding the content of communications between 
the audit committee and the auditors would tend to chill both formal and informal 
communications. Communications between audit committees and auditors should be open, 
candid and confidential to enhance the quality of the audit and allow auditors and audit 
committees to freely discuss sensitive issues.  Disclosure of these communications would 
fundamentally undermine this line of communication and adversely impact the relationship and 
nature of communications between audit committees and auditors, to the detriment of the 
company and its investors.   

Such a requirement would also chill communications by shifting the focus to disclosure 
and potential liability rather than on meaningful discussion of the particular needs of the 
company.  This would lead to the development of standardized and boilerplate communications 
and disclosures as well as an overly cautious approach regarding communications.  Audit 
committees would be pressed to adopt uniform practices and create a “one-size fits all” approach 
due to the need to focus on compliance with disclosure requirements, thereby discouraging 
communication that is tailored to the needs of the particular company.  This likely would lead to 
more narrow communications with auditors and a “check the box” mentality regarding auditor 
oversight. Such an approach is in direct contradiction to the flexible nature of AS 16 and other 
relevant auditing standards and is inconsistent with the purpose and role of the audit committee.  

Additional disclosure requirements may also generate shareholder expectations for 
certain specific activities instead of a flexible, tailored approach. These expectations would likely 
increase the potential for liability and the risk of shareholder litigation challenging the 
performance of audit committees who do not disclose taking certain expected activities, even if 
those activities would not be appropriate for the particular company.  This, along with any 
additional disclosure of communications and details regarding day-to-day activities, would result 
in significant additional costs to companies without any meaningful benefits to investors. 

Similarly, disclosures regarding the number of meetings between the audit committee and 
the auditors should not be required as it will not provide any meaningful comparison for 
investors and is not necessary for the protection of investors.  The frequency of communication 
may vary from period to period and company to company depending on the needs within a given 
period or for a given company. Furthermore, the frequency of meetings does not correlate in any 
way with the quality of those meetings.  Mandating disclosure of the frequency, however, would 
imply such a connection.  Such disclosure could provide misleading information to investors and 
lead to a “one-size fits all” approach or a de facto mandated number of meetings that may not 
meet the needs of the individual company. 
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Additional Disclosure Regarding Audit Committee’s Process for Appointing or Retaining the 
Independent Auditor 

One of the many responsibilities of the audit committee, as described above, is the 
retention of the independent auditor.  The Release indicates that additional disclosure about the 
process an audit committee undertook in retaining an auditor and the criteria used by the audit 
committee in making such decision could provide transparency into the audit committee’s 
oversight of the auditor. 

As noted above, we believe that the current disclosure framework for audit committee 
reporting requirements is sufficient to convey to investors whether an audit committee is 
fulfilling its responsibilities and to provide investors with the material information regarding 
those responsibilities. To the extent that investors have shown an interest in an issuer providing 
additional details regarding the audit committee’s decision to select or retain the auditor, issuers 
have responded by voluntarily disclosing additional information.  As a result of these shareholder 
communications, some issuers, including the Company, have made voluntary disclosures in 
applicable sections of the proxy statement regarding the audit committee’s considerations when 
retaining an auditor and the reasons for recommending that shareholders ratify the audit 
committee’s selection of the auditor.  Notwithstanding these voluntary disclosures, requests by 
investors and investor groups have been very limited and infrequent. The well-established 
shareholder proposal process, which has become a frequent mechanism for shareholders to 
deliver messages to companies about what is important from a governance perspective, has not 
emphasized the types of disclosures proposed in the Release.  Both the fact that an investor can 
engage with the company and that requests have been very limited suggests that mandatory 
requirements to disclose additional information are not necessary for either the protection of 
investors or to inform investors’ voting decisions.   

Although we believe any such additional disclosure is not meaningful to investors and 
any such requests for additional information can be handled through shareholder engagement, if 
the Commission chooses to amend its existing disclosure requirements, the focus of any such 
requirements should be limited to a principles-based approach that would allow each company to 
provide meaningful and company-specific disclosure.   

The Release specifically asks about the use and disclosure of audit quality indicators, 
noting the recent PCAOB concept release on this issue.  The audit quality indicators under 
consideration by the PCAOB will help measure components of the audit quality framework, 
which focuses on numerous elements including audit processes, audit results, and culture that 
help promote audit quality.  While the process of developing these indicators shows promise, we 
do not believe it is appropriate to require the disclosure of the audit committee’s use and 
consideration of audit quality indicators.  At this time, there is not a universal understanding of 
the definition of a quality audit or the indicators of a quality audit, and these may vary 
significantly depending on a company’s individual circumstances.  Requiring the public 
disclosure of any such indicators would not be helpful to the investor, given the investor would 
not have the benefit of the context of the audit committee’s evaluation of such indicators or the 
other qualitative information used by the audit committee in making its assessment. 
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Conclusion 

There is no clear evidence of a systematic failure regarding the performance of audit 
committees and, therefore, no evidence that additional disclosure regarding audit committees is 
necessary. The Commission should not adopt additional disclosure requirements unless it has 
sufficient evidence that audit committees are failing to meet their obligations. As Chair White 
recognized in her speech to the National Associate of Corporate Directors2 

, "[w]hen disclosure 
gets to be 'too much' or strays from its core purpose, it could lead to what some have called 
'information overload' -a phenomenon in which ever-increasing amounts ofdisclosure make it 
difficult for an investor to wade through the volume of information she receives to ferret out the 
information that is most relevant." The core purpose of disclosure is to provide investors with 
important information they need to make informed investment and voting decisions. The 
suggested additional disclosure contemplated by the Release regarding the audit committee and 
the discharge of its duties would not serve this purpose, but may have significant, unintended 
negative impacts to companies, audit committees and investors. 

Sincerely, 

The Home Depot, Inc. Audit Committee 
J. Frank Brown 
Ari Bousbib 

2 See "The Path Forward on Disclosure," Mary Jo White, Chair of the Securities and Exchange Commission 
(October 15, 2013). Available at https://www.sec.gov/News/Speech/Detail/Speech/1370539878806. 
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