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Since the issuance of International Standard on Auditing 701, 
Communicating Key Audit Matters in the Independent Auditor’s 
Report, auditors of listed entities that report under International 
Auditing Standards are required to include so-called “Key Audit 
Matters” (KAMs) in their independent auditor’s report. 

Similar requirements became effective for audits of large accelerated 
filers in the U.S. for fiscal years ending on or after June 30, 2019. 
Under standard AS 3101, The Auditor’s Report on an Audit of 
Financial Statements When the Auditor Expresses an Unqualified 
Opinion, so-called “Critical Audit Matters” (CAMs) should be 
communicated in auditor’s reports.

Both developments were a direct result of the 2008 global 
financial crisis where investors and others called for the auditor’s 
reports to become more informative by better understanding the 
focus and judgement that auditors put into their annual financial 
statement audits. 

The communication of KAMs/CAMs aims to improve the 
communication between the auditor and investors, as well as 
between auditors and those charged with governance. For this 
reason, we believe that management, audit committees and auditors 
should have frequent interaction and communication about matters 
that ultimately constitute KAMs or CAMs. 

What do external auditors of listed telcos consider “key” or “critical” 
as part of their audits? We researched twenty-two 2019 auditor’s 
reports of telcos across the globe, twelve of which are based on 
audits performed in accordance with Internal Standards on Auditing 
(ISA) and ten which were executed in accordance with Public 
Company Accounting Oversight Board (PCAOB) standards in the 
United States.

What do auditors consider key/critical? 

KAMs vs. CAMs
While there are similarities in the specific factors and other 
considerations that an auditor will use in determining KAMs and 
CAMs, there are certain differences in their definitions. Generally, 
KAMs are more broadly defined compared to CAMs and do not 
have to relate to an account or disclosure that is material to the 
financial statements.  

For example, the implementation or rationalization of new billing (IT) 
systems may be an area of significant auditor attention and may be 
identified and communicated as a KAM. However, the U.S. PCAOB’s 
definition of a CAM requires especially challenging, subjective or 
complex auditor judgement. This means that the introduction of a 
new billing system in itself would likely not result in a CAM.
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Key audit matter survey

Number of KAMs reported 

Nature of KAMs reported

KPMG surveyed 2019 auditor’s reports of twelve listed telcos on the number and nature of KAMs reported for audits 
that were performed in accordance with ISA.

The number of KAMs communicated in the auditor’s reports ranged from three to six, with the most common 
number of KAMs communicated by auditors being four. The largest number of KAMs tend to be reported in auditor’s 
reports of larger globally operating telcos.  

Of the twelve auditor’s reports surveyed, eleven included the communication of KAMs related to revenue recognition 
(multiple/changing pricing models and complexity of billing systems) as well as impairment and valuation of  
non financial assets. Also, taxation and the accounting for provisions and contingent liabilities (including the  
accounting for regulatory disputes) were commonly mentioned.
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Critical audit matter survey

Number of CAMs reported

KPMG surveyed ten U.S. telcos on the number and nature of CAMs reported for 2019 audits that were performed  
in accordance with PCAOB standards.

On average, the number of CAMs communicated was less than the number of KAMs, which is largely the result  
of differences in definition. 

Number of CAMs

Number of CAMs

N
um

be
r 

of
 c

om
pa

ni
es

1 2 3 4

0

1

2

3

4

5

Nature of CAMs communicated
Of the ten auditor’s reports surveyed, six included the communication of CAMs related to impairment and valuation 
of nonfinancial assets. Also, the accounting for pension scheme obligations and taxation was commonly mentioned.
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Other observations
Commonalities between identified KAMs and CAMs
As mentioned before, the differences in definition of Key Audit Matters 
vs. Critical Audit Matters do result in different items being flagged in 
auditor’s reports. Impairment and valuation of nonfinancial assets and 
taxation seem to qualify as the common denominators. 

The impairment and valuation of nonfinancial assets is not 
surprising considering the generally large amounts of tangible 
and intangible assets such as goodwill and licenses recorded 
on the balance sheets of many telcos that require significant 
auditor’s effort and judgement in the assessment of relatively complex 
valuation and asset impairment tests.    

Lease accounting 
Lease accounting was not identified as much as a KAM/CAM issue 
as one might expect considering the potentially significant financial 
impact of the new leasing standards (ASC 846, Leases and IFRS 16, 
Leases) that became effective for many telcos in 2019. Half of the 
surveyed ISA-based auditor’s reports identified the accounting for 
leases under the new leasing standard as a KAM, and only one of the 
PCAOB-based auditor’s reports considered it a CAM. Main reason 
could be that the impact and also accounting judgement varies 
between telcos, depending on the number and nature of leases 
entered into. 

Cybersecurity and data privacy
Telcos deal with large quantities of customer data. Compliance with 
privacy-related legislation is critical, both from a commercial and from a 
regulatory perspective. We noticed that one of the surveyed auditor’s 
reports specifically calls out this subject as part of a KAM. 

Going forward, this matter could be included more frequently in auditor’s 
reports considering the importance of data privacy to telcos, regulatory 
bodies stepping up their efforts to identify instances of non-compliance, 
and large potential fines associated with non-compliance in various 
jurisdictions. All of this might call for an increase in auditor’s judgement 
and focus.
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