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May 6, 2019

Ms. Vanessa Countryman

Acting Secretary

U.S. Securities and Exchange Commission
100 F Street, NE

Washington, DC 20549-1090

Re: Request for Comment on Earnings Releases and Quarterly Reports (Release No. 33-
10588; 34-84842; File No. S7-26-18)

Dear Ms. Countryman:

Tapestry Networks is pleased to respond to the Securities and Exchange Commission’s
Request for Comment (RFC) on earnings releases and quarterly reports. Since 2003 our firm
has convened meetings that foster dialogue between directors, regulators, and top
executives. Encouraged by several directors of large companies, we undertook to collect the
views of a good number of directors, in order to provide the SEC with independent directors’
perspectives on some of the issues raised in the RFC. The process we undertook is detailed in
the Appendix to this letter, “About the Research”.

What follows is a synthesis of the views of many of the directors. We think it unlikely that any
single director would agree with all of the perspectives we have set out here, and we have
sought to highlight disagreements with the overall view outlined here. Nonetheless, we heard
a strong degree of consensus on the questions we put to the directors.

We focused on three broad questions:

1. Should the SEC restrict or otherwise discourage the provision of forward-looking
information (earnings guidance)?

2. Should the SEC allow for less frequent reporting — either semi-annual, as in many
European jurisdictions, or on a flexible basis?

3. How can the SEC ease the burden of reporting, without adversely affecting the
information available to investors?
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In a word, the directors’ views were conservative: most did not see a case for major, structural
changes either to earnings guidance or to the frequency of quarterly reporting. For both
guidance and reporting, the majority of directors told us that:

e Actions solely on the part of the SEC would not be sufficient to lead companies away from
their current practices; many of the pressures that firms felt to report quarterly and provide
frequent earnings guidance came from institutional investors and analysts. Thus, SEC
actions on quarterly reporting would, on their own, be unlikely to reduce short-termism.

e Shifting to semi-annual reporting, or abandoning earnings guidance might reduce some
costs, but would have other unpleasant consequences and costs.

e |large companies and their boards have, by and large, adapted to the administrative costs
and burdens of quarterly financial reporting, for example by implementing comprehensive
enterprise resource planning systems. The financial information required for Form 10-Q
reports is today being assembled for internal purposes; reducing reporting frequency
would, for many firms, not be a material source of operating cost savings. But non-financial
disclosures in 10-Q reports represented considerable work for directors, many of whom
raised questions about the value that these disclosures offered investors.

Many directors felt that the SEC would benefit from continued exposure to the work of
directors of large firms; many, but by no means all, expressed strong concerns that new
regulations, especially regarding earnings guidance, could lead to a ‘one size fits all’ regime
and a loss of adaptability for companies.

A large number of directors insisted on the importance of providing earnings guidance,
primarily because of concerns that, without it, analysts would draw unwarranted conclusions
about company performance, leading to excessive stock price volatility. In some cases, the
directors felt that outside analysts, no matter how skilled, would draw incorrect conclusions
because they lacked information; in others, directors thought that analysts would apply
dubious methods for estimating operational performance. “You already have people counting
cars in your parking lots,” said one director; and others recounted similar stories.

Such errors could lead to depressed stock prices or — and this worried directors at least as
much — overly optimistic estimates of company performance and thus inflated share prices. In
both cases, information that later reached markets would result in large price swings. “/'ve
always felt that the more information you can give, the more you can reduce information risk in
your disclosures, your overall cost of capital should be lower. To the extent you take
information away from buyers and sellers, that will affect it. | hope we don’t go in that
direction.”

Once an individual analyst had drawn incorrect conclusions, many directors felt unable to
correct the mistake, given the risk of violating fair disclosure regulations. By providing
guidance to all participants, a company could reduce price volatility and remain firmly
compliant with SEC regulations.



The time interval in which companies offered guidance varied considerably. Some provided it
quarterly; the majority provided annual guidance, often updated in the course of a given year.
A few companies did not provide any guidance. Some directors felt that it would be best if
firms stopped providing guidance altogether but insisted that this would require change not
only by other issuers, but also on the part of institutional investors and analysts. Several
commented that, though they had been opposed to providing any guidance, they had
changed their views, given analysts’ inability to model factors such as tax rates or cash flow.

One director felt that the SEC could act: “Weve created an industry of analysts guessing what
earnings will be. So, if the SEC said: no more forward guidance, we might do away with some
of this false work.” Another felt that regulators could help improve consistency and clarity
within the system: “/ would love to see more regulation and consistency around guidance. We
often struggle with that. Management seems to want to give more guidance because they're
pressured by analysts; some companies give guidance, some don’t. So | would like to see
really clear guidelines and definitions.”

But the majority of directors communicated concerns about the SEC’s ability to regulate the
provision of earnings guidance, strongly preferring to let guidance be delivered on a flexible
basis, “driven by the market, not by regulation.” Directors worried that a quest for uniform
guidance would reduce agility, and lead to a system poorly suited for many industries.

Most directors in our discussions believed that quarterly reporting remained useful to
investors, and that the financial disclosures in quarterly reports were not particularly difficult for
companies to produce. Reporting at longer intervals, like reducing or eliminating earnings
guidance, could lead to erroneous analyst conclusions that would have to be corrected
subsequently. In any event, directors noted that lengthening the reporting interval would not
remove the need for communication: “Material events,”said one, “will still have to be disclosed
immedjately” — whatever the frequency of regular releases.

Some directors felt that changing from quarterly to semi-annual earnings releases would help
companies adopt a longer-term orientation, but most did not. As one put it, “Nobody would
disagree that we have a problem of short-term thinking. But it is hard to argue that the solution
/s less information and less transparency to the market.”In Europe, according to some
directors, financial reporting is less frequent and less rigorous than in the United States, but, in
their view, this is balanced by stronger overall analysis of enterprise risk. In general, directors
who had experienced both models — for example, serving on the board of a European
company — expected that competitive pressures would lead to more rather than less frequent
earnings releases.

Several directors noted that the external auditor’s review (but not audit) of quarterly earnings
information, helped ensure that audit issues such as differing views on asset impairment or
revenue recognition would be surfaced and addressed early, reducing the likelihood of
problems at year end. “There is value in trueing up everything, ”said a director.



Many directors told us that reporting quarterly financial information in earnings releases and
Form 10-Q submissions was not operationally difficult for their companies. Some indicated that
they would prefer to disclose earnings only once (e.g. in the earnings release) and then
reference that disclosure in the 10-Q.

But far more expressed concerns about what they view as a ballooning level of detail and
repetition, especially in qualitative and non-financial material in quarterly reports. As a result,
SEC filings had become long, tedious to prepare and hard for people to understand. “We have
a 250 page 10-Q,”said one director. “There’s going to have to be a tipping point because the
way we're doing it now is unsustainable,”added another. Nonetheless, most felt that the
appetite for disclosures was unlikely to abate in the near term.

Directors voiced a number of concerns about the readability of 10-Q reports. One called for
structural changes to 10-K and 10-Q reports that would allow boards to focus on the most
material issues in their disclosures: “Ks and Qs are 100s of pages. You spend a lot of time
wordsmithing. | think that simplification and grouping according to materiality would be
helpful.” Other directors had similar suggestions:

“Drop 90% of the footnotes.”
“I see no need for an in-depth MD&A.”
“Saying the same thing in several different places is a problem.”

One director suggested that the SEC could impose page limits in order to force companies to
prioritize the most important disclosures. Others said that the SEC should engage directly with
investor executives, including buy-side and sell-side analysts, to find out where investors
obtain the information they value most and to streamline areas that may no longer serve their
initial purposes. A director commented, “/ suspect investors find that the 10-Q is a document
that has slipped into the past. It'’s not as relevant as it used to be.”

Several directors conveyed strong views about risk factor disclosures. “Risk factors are out of
control,”said one, adding, “You should basically say: you could lose your money.”” Another
director commented “/ wanted a coherent, logical structure to risk factors — you should be able
to conceptualize such a list — but the SEC said no, we just want every risk covered
somewhere.”

In general, directors saw risk factor disclosures as defensive moves rather than means of
engaging with investors. Extensive disclosures, they said, were ways of avoiding after-the-fact
problems. “The press release is the positive thing and the Q is defense, that’s just the way it'’s
always been,”commented one. “The disclosures we put out are like War and Peace. /f you
forget anything, you're vulnerable.”

A few directors described moves that their companies had made to reduce the length and
complexity of quarterly reports. For example, some had preemptively engaged with the SEC to



discuss removing redundant information. “We did that,” said one director, “and cut 20 pages
from our filings.”

Several directors described practices, already allowed by SEC rules, that had resulted either in
shorter disclosures or in an easier disclosure process. Discussing a complex accounting
decision with the SEC and obtaining a “no objection” position, one said, was better than
issuing a report and having it subsequently questioned. Another director described a shift to
annual enumeration of risk factors, with quarterly updates: We only put changes to risk factors
in the 10-Q; if there are no significant changes, we point them back to the 10-K.”

We were struck that many directors saw complex disclosure requirements, high compliance
costs, and pressure from analysts and institutional investors as threats to the formation and
continuation of public companies with widely distributed shareholder bases. “The regulators
have a false impression of what it costs to be a public company,”said one.

In this regard, despite the directors’ general reluctance to change guidance and reporting
practices and their concerns about regulators’ abilities to improve the system on their own, the
directors and the SEC share a mission of encouraging retail investment in America’s
companies.

* %k

We would be happy to respond to any queries or requests for further information. Please do
not hesitate to be in contact if we can be helpful.

Yours sincerely,

Jonathan Day

Vice Chairman and Chief Executive
Tapestry Networks, Inc.



Over a ten-week period, in eight network meetings and in telephone interviews leading up to
each meeting, Tapestry Networks staff discussed the SEC’s Request for Comment on Earnings
Releases and Quarterly Reports, Release No. 33-10588; 34-84842; File No. S7-26-18, with the
audit chairs, lead directors and compensation committee chairs of large public companies.

A total of 82 directors participated in the meetings; in general, discussion of the RFC
accounted for 30 to 45 minutes of each meeting, and some 5 to 10 minutes of each call.

The following directors participated in these meetings, which included, among many other
topics, discussion of the SEC’s Request for Comment. The majority of directors on this list
elected to engage in the discussion of the Request for Comment, but some explicitly chose
not to do so. All that can be inferred from a director’'s name being listed here is that she or he
participated in a meeting as a whole.

All of the discussions were held under a modified form of the Chatham House Rule, which
allows for quotation but not for attribution of any comment or perspective to an individual
director or a company. Directors in meetings speak personally, rather than as representatives
of their company or their board. Most of the meetings took place under the sponsorship of EY,
the global professional services firm; EY has reviewed this summary but has not exercised

editorial control over it.
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