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Disclaimer

The Securities and Exchange Commission, as a
matter of policy, disclaims responsibility for any
private publication or statement by any of its
employees. Therefore, the views expressed
today are our own, and do not necessatrily reflect
the views of the Commission or the other
members of the staff of the Commission.
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Agenda

= About the Office of Investor Advocate

= Mini-case Study 1:
FASB and the Definition of Materiality

= Mini-case Study 2:
PCAOB'’s Audit Reporting Model
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The Office of Investor Advocate

Core Functions

To Provide a Voice for Investors

To Assist Retail Investors

To Study Investor Behavior

To Support the SEC's Investor Advisory Committee

To Reach the Office of the Investor Advocate
Phone: (202) 551-3302

Email: InvestorAdvocate@sec.gov

Webpage: www.sec.gov/investorad
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Mini-case Study 1:

FASB and the Definition of Materiality
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Definitions of Materiality

FASB Concepts
Statement Number 8

Information is material if omitting it or
misstating it could influence
decisions that users make on the
basis of the financial information of a
specific reporting entity.

[Emphasis added]

Supreme Court

“An omitted fact is material if there
IS a substantial likelihood that a
reasonable shareholder would
consider it important in deciding
how to vote. ...

Put another way, there must be a
substantial likelihood that the
disclosure of the omitted fact
would have been viewed by the
reasonable investor as having
significantly altered the “total mix”
of information made available.”

-- TSC Industries Inc. v. Northway Inc.
[Emphasis added]
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FASB’s 2015 Proposed Update

Materiality is a legal concept. In the United States, a legal
concept may be established or changed through legislative,
executive, or judicial action. The Board observes but does not
promulgate definitions of materiality.

Currently, the Board observes that the U.S. Supreme Court’s
definition of materiality, in the context of the antifraud provisions
of the U.S. securities laws, generally states that information is
material if there is a substantial likelihood that the omitted or
misstated item would have been viewed by a reasonable
resource provider as having significantly altered the total mix of
information.

[Emphasis added.]

Source: FASB, Proposed Amendments to Statement of Financial Accounting Concepts No. 8, Chapter 3, supra note 5, at 5
(BC3.18B).
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Fundamental Questions

= The securities anti-fraud context vs. the financial
reporting context

= Does FASB have authority to define materiality?

= Authoritative guidance needed to apply the
materiality definition
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2010
FASB
1980 Concepts
FASB Concepts Statement
Statement No. 2 No. 8
(Con 2) (Con 8)
1999 2015
SEC Staff FASB
Accounting Proposed
Bulletin 99 Updates

(SAB 99)
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Mini-case Study 2:

PCAOB'’s Audit Reporting Model
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Determining and Communicating Critical Audit Matters ("CAMs")

Communicated or required to be FACTORS THE AUDITOR SHOULD TAKE INTO

communicated fo the audit commitiee, and

a

Relates to accounts or disclosures
that are material to the financial
statements, and

ACCOUNT IN DETERMINING CAMs:

The auditor's assessment of the nsks of matenal
misstatement, including significant nsks;

. The degree of auditor judgment related to areas in

the financial statements that nvolved the
application of significant judgment or estimation
by management, including estmates with
significant measurement uncertanty;

. The nature and fiming of significant unusual

Involved especially
challenging,
subjective, or complex

transachions and the exient of audi effort and
judgment related fo these transachions;

. The degree of auditor subjectivity in applying audit

procedures to address the matter or in evaluating
the results of those procedures;

. The nature and extent of audit effort required to

address the matler, including the extent of
specialized skil or knowledge needed or the
nature of consultafions outside the engagement
team regarding the matter; and

The nature of audit evidence obtained regarding
the matter.

COMMUNICATION REQUIREMENTS

|dentify the criical audit matter;

auditor to determine that the matter is a cntical
audit matter;

Describe how fhe crifical audit matler was
addressed in the audit: and

Refer to the relevant financial statement accounts
or disclosures that relale fo the cnbical auwdit
matier.

Source: PCAOB Release No. 2017-001, June 1, 2017, Page 14
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Conclusion

= Policymaking: striking the right balance
= Reducing informational asymmetries for investors

= The importance of accounting professionals

When accountants do their jobs well

by producing high-quality financial information,
that information energizes our capital markets,
enabling... companies... to...grow...,

creating investment opportunities, jobs

and other benefits for the U.S. economy....

Investors, issuers, and the markets all depend
on the work you do and the judgments you make...

—SEC Chief Accountant Wesley Bricker
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