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On May 11, 2016, the PCAOB issued Release 2016-003,1 which reproposes changes to the 
auditor’s reporting model (the “reproposal”). As discussed in Deloitte’s May 27, 2016, Audit 
& Assurance Update, PCAOB Reproposes Changes to the Auditor’s Report, those changes are 
intended to increase the informational value, usefulness, and relevance of the auditor’s report. 
While still retaining the current “pass/fail” approach, the reproposal includes several significant 
modifications to the auditor’s report. Comments on the reproposal were due to the PCAOB 
by August 15, 2016, and 88 comment letters have been submitted from various stakeholder 
groups, including issuers, audit committees, and issuer organizations (30 letters); accounting 
firms and state accounting societies or groups representing the accounting profession (25 
letters); investor groups, organizations, and investment management entities (18 letters, 
including one letter signed by 9 members of the PCAOB’s Investor Advisory Group); academics 
(8 letters); and others (3 individuals, 2 regulatory agencies, a law firm, and an exchange).2 The 
level of support for the reproposal varied among the commenters. Overall, most responders 

1 PCAOB Release No. 2016-003, Proposed Auditing Standard — The Auditor’s Report on an Audit of Financial Statements When the Auditor 
Expresses an Unqualified Opinion and Related Amendments to PCAOB Standards.

2 Information compiled by Deloitte as of October 1, 2016.
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supported the PCAOB’s objectives and appreciated the efforts the PCAOB made to address 
concerns and suggestions previously raised3 related to the PCAOB’s originally proposed 
changes to the auditor’s report. However, many commenters expressed further concerns 
and objections regarding certain aspects of the reproposal, as well as the potential effects, as 
discussed further below.

Background
Key changes to the auditor’s report included in the reproposal are:

• Identification and description of Critical Audit Matters (CAMs)4 in the auditor’s report.

• Standardization of the order of the auditor’s report, with the opinion appearing first.

• New statement regarding the auditor’s independence.

• Enhanced descriptions of the responsibilities of the auditor.

• Statement containing the year the auditor began serving consecutively as the 
company’s auditor.

Comments the PCAOB received on each topic, concerns, potential implementation challenges 
raised, and additional recommendations provided are outlined below.

Reproposed Changes to the Auditor’s Report

Identification and Description of CAMs in the Auditor’s Report
Proposed changes to the auditor’s report relating to the identification and description of 
CAMs received the most focus among all commenters and some, generally issuers and audit 
committees, focused solely on the topic of CAMs in their letters. While some commenters 
strongly supported CAMs, the majority were strongly against them. The comments received by 
the PCAOB are summarized below.

Generally, commenters representing investor groups and investor organizations (collectively 
“investors”) expressed support for most of the proposed changes. With respect to CAMs, these 
commenters stated that CAMs will provide useful information to investors in the following 
ways:

• CAMs will offer valuable insights and will add to the total mix of information available 
to investors, contributing to their ability to analyze companies and make better 
informed investment decisions.

• CAM disclosures may focus user’s attention on key financial reporting issues and 
identify areas that deserve more attention.

• CAM disclosures may facilitate a more focused dialog between investors and the 
company.

• Drawing attention to CAMs may provide incentives for preparers and audit 
committees to enhance the quality of the company’s reporting.

• Heightening the focus of auditors on CAM areas may enhance audit quality and thus 
help reduce the cost of capital and enhance overall efficiency of capital markets.

• CAM disclosures may offer information that investors may use in making proxy voting 
decisions.

3 Refer to the PCAOB resource page on the auditor’s report reproposal that brings together PCAOB board member statements, 
videos of public meetings, and links to comment letters and other resources.

4 CAMs are defined in the reproposal as “any matter that was 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, and complex auditor judgment.”
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Some investors that supported CAM disclosures suggested further modifications to the 
reproposal, such as (1) eliminating the materiality consideration for identifying and reporting 
CAMs, (2) including the auditor’s assessment of the significant accounting judgments and 
management estimates in the auditor’s report, and (3) requiring auditors to disclose specific 
insights and findings related to each CAM (i.e., disclose the results of the auditor’s procedures 
with respect to CAMs) in the auditor’s report.

Most of the audit firms, the Center for Audit Quality (CAQ), the National Association of State 
Boards of Accountancy (NASBA), and non-U.S. accounting organizations also supported 
the reproposal and inclusion of CAMs in the auditor’s report. However, several of the audit 
firms suggested that the PCAOB further revise the reproposal to avoid disclosure of original 
information by either (1) stating that the auditors are not required to provide original 
information or (2) revising the definition of CAMs to include matters that are material to 
financial statements taken as a whole.5 However, if CAM reporting requirements remain 
unchanged, several of these commenters requested that the PCAOB provide implementation 
guidance regarding situations in which original information about the company may potentially 
be communicated by the auditor in order to promote consistency among the firms when such 
circumstances arise.

About a third of the commenters that expressed their support for inclusion of CAMs in 
the auditor’s report also expressed their general support for including a description of 
audit procedures regarding how CAMs were addressed in the audit. These commenters 
also generally agreed with or suggested further alignment with International Auditing and 
Assurance Standards Board (IAASB) standards6 (e.g., aligning the CAM definition with the IAASB 
definition of key audit matters (KAMs)7 to enhance overall consistency).

Issuers, audit committees, and most state accounting societies were almost uniformly 
opposed to inclusion of CAMs in the auditor’s report, generally for the following reasons:

• Communication of CAMs may conflict with the governance and oversight role of audit 
committees and provide auditors with undue leverage to compel disclosure that 
may otherwise not be required or necessary based on the current FASB and SEC 
disclosure requirements.

• Without further revisions to CAM reporting requirements, the auditor may be in the 
position of communicating original information about the company (e.g., matters 
related to significant deficiencies in internal control).

• Requiring CAMs to be selected from the matters that were communicated to the audit 
committee could lead to “chilling” of auditor communications with the audit committee 
and management.

• CAMs are likely to be duplicative of management disclosures and become boilerplate 
with minimal insight to investors.

• Drawing attention to certain CAMs may cause investors to doubt, or may create 
confusion about, the auditor’s unqualified opinion.

• Auditors may over report CAMs in order to avoid litigation and/or criticism from the 
regulators resulting in lengthy auditor’s reports at a high cost to issuers.

• Reporting of CAMs may divert auditor and company attention from the audit at a 
critical time, while they are trying to meet tight SEC filing deadlines.

5 The reproposal defines a CAM, in part, as a matter that relates to accounts or disclosures that are material to the financial statements.
6 ISA 701, Communicating Key Audit Matters in the Independent Auditor’s Report, and a number of revised ISAs, including ISA 700 

(Revised), Forming an Opinion and Reporting on Financial Statements, and ISA 570 (Revised), Going Concern, issued in January 2015 by 
the IAASB, will be effective for audits of financial statements for periods ending on or after December 15, 2016.

7 IAASB defines KAMs as those matters that, in the auditor’s professional judgment, were of most significance in the audit of the 
financial statements in the current period.
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• Selection of CAMs from the matters that involved “especially challenging, subjective, or 
complex auditor judgment” will depend on the auditor’s experience and skill level and 
may result in inconsistent application, reducing comparability of financial statements 
among companies and potentially leading to investor confusion.

Some of the issuers and audit committee members suggested that instead of CAM disclosures 
in the auditor’s report, the auditor could cross-reference the company’s “critical accounting 
policies and estimates” already disclosed by the company. They further suggested that if 
the investors and other users of financial statements require more information, the PCAOB 
should coordinate with the FASB and SEC to ensure financial statement disclosure and audit 
committee disclosure rules provide investors with adequate information to make informed 
investment decisions.

The academic community responses were mixed. Some submitted studies that supported 
various aspects of the reproposal, and others submitted specific recommendations for 
modifying the reproposal. For example, the Auditing Section of the American Accounting 
Association (AAA) commented that the CAM reporting requirements may inhibit open 
communication among the auditor, management, and the audit committees. However, 
they also commented that requiring CAM disclosures in the auditor’s report could enhance 
disclosures made by management, which would reduce the likelihood that the auditor would 
be the original source of information. The AAA also suggested certain changes to the auditor’s 
report in order to reduce the risk that users would misinterpret CAM disclosures as modifying 
the audit opinion or view them as the auditor providing an implicit (i.e., piecemeal) opinion on 
each CAM.

Some audit firms, state accounting societies, and issuers also expressed concerns regarding 
the likely increase in auditor liability and litigation risk. Issuers were concerned that 
auditors will over disclose CAMs or that CAMs will become boilerplate in order to avoid the 
risk of litigation. In addition, some issuers have expressed concerns that CAM disclosure 
requirements will also increase litigation risk for issuers and audit committees. Several 
commenters suggested that the PCAOB consider options for minimizing litigation risk such as 
implementing safe harbor rules to protect audit firms and companies. The AAA and another 
academic commenter cited three studies8 that suggest that CAM disclosures may act as partial 
disclaimers or public forewarnings of increased misstatement risk, thus decreasing auditor 
liability.  Two additional conflicting studies9 suggested that, in certain settings, CAM disclosures 
actually increase auditor liability.

Other Key Changes to the Auditor’s Report
Among all groups of respondents there was generally broad support for revising the order of 
certain sections as they appear in the auditor’s report, including requiring the “Opinion on the 
Financial Statements” section to be first, followed by the “Basis for Opinion” section.

All groups also generally supported including (1) a new statement about auditor independence 
that says that the auditor is “required to be independent with respect to the company in 
accordance with the U.S. federal securities laws and the applicable rules and regulations of 
the SEC and the PCAOB” and (2) an enhanced description of the responsibilities of the auditor 
with respect to detecting error or fraud, performing procedures to assess the risks of material 
misstatement, and clarifying that an audit encompasses the financial statements and the 
related notes.

8 Brasel et al., 2016; Brown, Majors, and Peecher 2015; Kachelmeier et al., 2015.
9 Backof, Bowlin, and Goodson, 2014; Gimbar, Hansen, and Ozlanski, 2016.
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Some of the state accounting societies and international accounting organizations, the 
AAA, and the U.S. Government Accountability Office (GAO) disagreed with the reproposed 
requirement relating to auditor independence. They pointed out that the word “independent” 
already appears in the audit report title and they were uncertain that adding another 
statement later in the report would meaningfully improve investors’ and other financial 
statement users’ understanding of the auditor’s responsibilities or improve investor 
confidence in the auditor’s independence. The AAA suggested that a more meaningful 
approach would be to clarify within the independence standards themselves the meaning of 
auditor independence. Others suggested that the wording in the auditor’s report should state 
that the auditor “is independent” (rather than “required to be independent”).

A small number of state accounting societies did not support the addition of the phrase 
“whether due to error or fraud” [bolding denotes change] because they did not believe it 
would improve the users’ understanding of auditor’s responsibilities. Some suggested that 
better education and outreach by the PCAOB is needed to educate the public regarding 
responsibilities of the auditors and those of the audit committees. The GAO suggested 
the PCAOB include discrete sections in the auditor’s report that describe management’s 
responsibilities and the auditor’s responsibilities to be consistent with the IAASB standards.

Auditor Tenure
Audit firms, state accounting societies, issuers, and audit committees were uniformly opposed 
to including a statement containing the year the auditor began serving consecutively as the 
company’s auditor (i.e., disclosing auditor tenure) in the auditor’s report. While tenure is a 
matter of fact, they were concerned that requiring its inclusion in the auditor’s report suggests 
or implies that tenure has a direct effect on the conduct and quality of the audit and that it 
may lead to misperceptions regarding auditor independence. The majority of the commenters 
suggested that either Form AP,10 an audit committee’s annual report, or elsewhere in 
a company’s proxy statement would be a more appropriate location for auditor tenure 
disclosure.

However, a majority of investors that addressed auditor tenure in their comments supported 
disclosure of auditor tenure in the auditor’s report because they believe it will (1) help 
investors to assess auditor independence and (2) reduce the search costs by having such 
disclosure in a consistent location.

Effective Date
While the PCAOB requested comments on a potential effective date for the proposed 
changes, not many commenters addressed this issue in their responses. Of those that did 
(mostly audit firms and state accounting societies), the majority suggested an effective date of 
two years after the SEC approval of the final standard. In addition, they suggested a phased 
implementation process that would first be effective for audits of the largest companies (i.e., 
Phase 1 could require application to large accelerated files only) and to smaller companies 
one year later. One commenter suggested delaying the reporting requirements of CAMs for 
nonaccelerated filers and smaller reporting companies all together until the SEC, PCAOB, 
and profession can study the results of the initial implementation and evaluate whether the 
standard should apply more broadly. 

10  Effective for audit reports issued on or after January 31, 2017; registered public accounting firms will be required to disclose the 
  engagement partner name on Form AP, which will be publicly available on the PCAOB’s website.     
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Applicability
Most of the respondents (investors, state accounting societies, audit firms, and issuers) that 
commented on applicability of CAM reporting requirements for audits of brokers and dealers 
reporting under Exchange Act Rule 17a-5, investment companies, other-than-business-
development companies, and benefit plans agreed that auditor reporting of CAMs should 
not be required for these entities. They agreed that such an exemption is appropriate 
because there are a number of factors, such as structure, purpose, and regulatory reporting 
requirements, that are unique to this group of entities and render the concept of CAMs  
unnecessary and not meaningful.

Reaction to applicability of CAM reporting requirements to emerging growth companies 
(EGCs)11 was mixed. Some investors, state accounting societies, and large audit firms believed 
that excluding audits of EGCs from communication of CAMs would not benefit investors. 
They stated that EGCs exhibit characteristics similar to other public companies and that EGC 
financial statement users would benefit from similar reporting requirements.

Those commenters that did not support CAM reporting for EGCs (mostly smaller audit firms) 
suggested that the PCAOB give some consideration to exempting smaller reporting companies 
because the costs to smaller issuers could outweight the potential benefits to investors.

Next Steps in Standard Setting
The PCAOB staff is in the process of drafting the final standard and adopting release for 
Board action, which it anticipates will take place in the fourth quarter of 2016. Once the 
PCAOB approves the changes to the auditor’s report, the SEC is then required to consider and 
approve the changes before a new auditor reporting standard can become effective. The SEC’s 
process typically includes another public comment period.

11  As defined in Section 3(a)(80) of the Exchange Act.
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