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Qualifying for CPE

In order to qualify you must:

Attend for the full duration

Answer 3 of 4 poll questions

Log in as an individual



Claiming Your CPE
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Access issues?   
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sent one week post-event     
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CPE Question 1

Which kind of organization are you employed by?

A.  Public company 

B.  Private company 

C.  Government or other not-for-profit organization 

D.  Academic institution or student 

E.  Retired or not employed



Agenda

• Introducing the new audit report format

• Critical audit matters (CAMs): What are they?

• Where do CAMs come from? 

• How will CAMs change the audit process? 

• How do you prepare for their arrival?

• Q&A



Audit Report 2.0 

• Long-time project from PCAOB

• First overhaul in decades

• Why did we need this, anyway?



Audit Report 2.0

• Long-time project from PCAOB

• First overhaul in decades

• Why did we need this, anyway?

o Low utility of old format (pass/fail)

o Investor desire for more insight

o Issues are more subjective today



Audit Report 2.0: First up…

• Disclosure of auditor tenure

• New statement of auditor’s independence

• Report addressed to company’s shareholders

• Section titles and other language tweaks



Audit Report 2.0: First up…

• Disclosure of auditor tenure

• New statement of auditor’s independence

• Report addressed to company’s shareholders

• Section titles and other language tweaks

And, coming in two years… 



Critical Audit Matters



CPE Question 2

What is your principal role in your organization?

A. Financial reporting

B. Internal controls/SOX

C. Financial reporting, accounting, or SEC

D. Internal audit

E. None of the above



Critical Audit Matters

As defined by the PCAOB:

“A matter communicated or required to be communicated to the audit committee and that:

• relates to accounts or disclosures that are material to the financial statements; and,

• involved especially challenging, subjective, or complex auditor judgment.”

"When determining whether a matter involved especially challenging, subjective, or complex 

auditor judgment, the auditor takes into account certain factors, including the auditor's 

assessment of the risks of material misstatement.”



CAM Disclosure in Auditor Report

For each CAM, disclosure in the report will include:
• Identification of the CAM

• Description of main considerations that led auditor to decide matter is a CAM

• Description of how the CAM was addressed in the audit

• Reference to financial statement accounts or disclosures that relate to the CAM

(For sample disclosure, see slides at end of this presentation.)



CAMs: Where They Come From

“Especially challenging, subjective, or complex auditor judgment.” For example:

• Use of estimates

o Business combinations

o Asset impairment

o Allowance for loan losses

o Income taxes

• Going concern considerations

CAMs must relate to accounts or disclosures that are material to financial statements.



CAMs: How Many?

• Most auditor reports will likely include one or more CAMs

• Number of CAMs reported not indicative of good or bad ICFR,

management, or financial statements

• Rather, number of CAMs will more depend on: 
o Nature of the business

o Significant estimates required to prepare financials



Examples of CAMs

• Goodwill
o Auditor’s assessment of goodwill impairment could be a CAM if goodwill 

was material, even if there was no impairment

• Going concern
o Auditor’s evaluation of company’s ability to continue as going concern could 

be a CAM depending on circumstances

• Potential loss contingency
o Communicated to audit committee, but determined to be remote and not 

recorded in financial statements will not be a CAM



CAMs and Significant Deficiencies

As defined by the PCAOB, a significant deficiency is:
A deficiency, or a combination of deficiencies, in internal control over financial 

reporting, is less severe than a material weakness yet important enough to merit 

attention by those responsible for oversight of the company's financial reporting

Are all significant deficiencies CAMs?

Are all CAMs significant deficiencies?



CAMs and Significant Deficiencies

As defined by the PCAOB, a significant deficiency is:
A deficiency, or a combination of deficiencies, in internal control over financial 

reporting, is less severe than a material weakness yet important enough to merit 

attention by those responsible for oversight of the company's financial reporting

Are all significant deficiencies CAMs?

Are all CAMs significant deficiencies? NO



CAMs and Significant Deficiencies

• Determining that significant deficiency (SD) exists in ICFR, unto itself, 

cannot be a CAM

• Why?
o That determination alone doesn’t relate to a significant account or a 

disclosure material to financial statements

• But…
o An SD could be a principal consideration leading auditor to determine that a 

matter is a CAM



CAMs and Significant Deficiencies

• Revenue recognition example
⦁ Revenue recognition considered a significant risk and presumed a fraud risk

⦁ A SD exists because differences between quantities shipped and quantities 

invoiced are not investigated

⦁ The auditor investigates all differences

⦁ Still not a CAM because matter does not involve especially challenging, 

subjective, or complex auditor judgment



CPE Question 3

What do you see as the top risk for your organization for the year to come?

A.  Cybersecurity

B.  Geopolitical uncertainty

C.  FCPA or bribery/corruption

D.  Strategic: new products, new markets

E.  None of the above



CAM Conversations



Audit Committee and Audit Firm

• Auditors should already have discussed CAMs with audit committees

• Know your effective dates! For audits of fiscal years ending on or after:
o June 30, 2019: large accelerated filers 

o Dec. 31, 2020: all others to whom CAMs apply

• Audit communications should develop a protocol with auditor to 

provide early, immediate communication of CAMs

• Consider a dry run before effective date, so all can discuss and 

understand the proposed form of CAM disclosure



Audit Committee and Internal Audit 

• Be part of discussions between auditor and audit committee

• Understand areas where CAMs may exist—internal audit can 

provide insights into quality of accounting and internal controls 

that exist

• Ensure you devote sufficient resources to matters that may 

become CAMs



Internal Audit and Audit Firm

• Develop consistent risk assessment so that internal and external audit 

activities are reasonably aligned

• Understand matters the auditor identifies as potential CAMs

• Discuss whether any processes or procedures, including controls, can 

be improved in areas of potential CAMs to facilitate auditor’s work

• Remediate known control deficiencies in areas that auditor may 

identify as potential CAMs



CPE Question 4

What issues are of most interest to you?

A.  Current SEC reporting issues, including new accounting standards

B.  Internal control and integrated risk issues

C.  Audit issues

D.  All of the above

E.  None of the above



Two Years and Counting



How to Prepare Now

• Understand your company’s CAM exposure

• Understand audit firm’s methodology to define, identify, and 

communicate CAMs
o How does firm’s approach intersect with your ICFR? 

o Should you need to adjust ICFR, accounting policies in response?

o Review draft disclosure of CAMs based on the current environment

• Undertake a “dry run” with auditors and audit comittee



Final Points

• CAMs coming in 18 months 

• Focus on issues of challenging, subjective judgment

• Ask how your auditor will address significant deficiencies and CAMs

• Understand paths of communication among auditor, audit committee, 

internal audit, and management

• Assess consequences for ICFR and remediation
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Company A

Illustrative Communication of Critical Audit Matter

The critical audit matter communicated below is a matter arising from the current period audit that was communicated or 
required to be communicated to the audit committee and that: (1) relates to accounts or disclosures that are material to the 
financial statements and (2) involved our especially challenging, subjective, or complex judgments. Critical audit matters do not 
alter in any way our opinion on the financial statements, taken as a whole, and we do not provide separate opinions on the 
critical audit matters or on the accounts or disclosures to which they relate.

Allowance for Loan Losses – New Loan Product

As more fully described in Note 7 to the financial statements, during 2014, the Company [a mid-size regional bank] began 
actively marketing a nine-year auto loan in addition to the three- and five-year auto loans historically marketed. At December 
31, 2015, the nine-year loans represented approximately 18% of the auto loan portfolio. The Company estimates and records 
an allowance for loans that are impaired but are not yet specifically identified (collective impairment allowance) by developing a 
loss rate based on historical losses and other factors, including qualitative adjustments to historical loss rates based on relevant 
market factors. Since management has limited historical loss data for the nine-year loans, it developed a new model to estimate 
this allowance using historical loss data from its auto loans of shorter terms and loss data from external sources for auto loans 
of longer terms to model a loss rate for the nine-year loans. In addition, management made qualitative adjustments to the 
historical loss rates to reflect lower borrower quality and higher risk of collateral impairment compared to its shorter term loans 
and for economic factors, primarily due to increasing unemployment in the markets served. There was a significant amount of 
judgment required by management when developing the model, which in turn involved our significant judgment.



Company A

Illustrative Communication of Critical Audit Matter - Continued

The principal considerations for our determination that the allowance for loan losses for nine-year auto loans is a critical audit 
matter are that it is a new loan product with limited historical loss data and auditing the estimated allowance for losses on
these loans involved our complex and subjective judgment.

Our audit procedures related to the collective impairment allowance for the nine-year loans included the following 
procedures, among others.

We tested the effectiveness of controls over the Company’s new model, historical loss data, and the calculation of a loss rate. 
We also evaluated the qualitative adjustment to the historical loss rates, including assessing the basis for the adjustments and
the reasonableness of the significant assumptions. We tested the accuracy and evaluated the relevance of the historical loss 
data as an input to the new model.

We used a specialist to assist us in evaluating the appropriateness of the new model and to review the loss data from external 
sources used by the Company to determine its relevance to the Company's nine-year loan portfolio and consistency with 
external data from other sources. Finally, with the assistance of the specialist, we evaluated the incorporation of the 
applicable assumptions into the model and tested the model's computational accuracy.


