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From the Author
In this update, we share recent financial reporting developments from the Securities and 
Exchange Commission (SEC) and the Public Company Accounting Oversight Board (PCAOB).

In addition to the SEC staff speeches made at the American Institute of CPAs (AICPA) 
National Conference on Current SEC and PCAOB Developments in December, the latest 
headline from the SEC is on the topic of implementing new major accounting standards (on 
revenue recognition, leases, and credit losses) from the Financial Accounting Standards 
Board (FASB), including what disclosures should be made now to enlighten investors on the 
impact that the new standards will have on a company’s financial statements once adopted. 
See the section, “Staff Announcement on the Impact of Recent Major Accounting Standards.”

Another major financial reporting topic from the SEC has been non-GAAP (generally accepted 
accounting principles) measures, which have been the focus of SEC speeches and new 
guidance issued in May 2016 (see the section, “Non-GAAP Measures”). In a recent public 
forum, SEC Chief Accountant Wesley Bricker summed up the SEC’s view on non-GAAP 
measures: When done well and consistent with SEC rules, non-GAAP measures can provide 
high-quality analytic content to investors. The SEC’s focus is on situations in which non-
GAAP is more prominent than GAAP reporting and where non-GAAP can be misleading.

The SEC also continues to move forward on its disclosure effectiveness initiative. This project 
evolved out of the Jumpstart Our Business Startups Act (JOBS Act) requirement to evaluate 
ways to modernize and simplify the registration process and reduce the costs and burdens 
of the Regulation S-K requirements for emerging growth companies. Most recently, the SEC 
has proposed to update and simplify a voluminous amount of disclosure requirements that 
are outdated or overlap with U.S. GAAP or other authoritative requirements. See section, 
“Proposal to Simplify Disclosure Requirements.”

Two projects from the PCAOB, one of them final, are expected to affect financial reporting in 
the near term. One is related to the auditor’s reporting model, which is expected to be final 
in 2017; another is the new Form AP, which auditors will file and use to disclose engagement 
partner names beginning with reports issued on Jan. 31, 2017.

I would like to thank Staci Shannon for her contributions to this article.

We hope you find this information useful, and we welcome your feedback.

 

Sydney K. Garmong 
Partner, Crowe

http://www.crowehorwath.com
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From the SEC
SEC Staff at AICPA Conference on Current SEC and 
PCAOB Developments
In addition to a variety of guidance issued and proposed by the SEC during 2016, the 
commission also participated extensively in the annual AICPA National Conference on Current 
SEC and PCAOB Developments in December. A separate summary of speeches at that 
conference, including those of many SEC staff members, the SEC chief accountant, the FASB 
chair, and the PCAOB chair, appear in the Crowe e-communication “Headline Speeches From 
the 2016 AICPA SEC Conference.”

Staff Announcement on the Impact of Recent Major 
Accounting Standards
At the Sept. 22, 2016, Emerging Issues Task Force (EITF) meeting, an SEC staff member 
made an announcement about the recent major accounting standards (for credit losses, 
leases, and revenue recognition) that have not yet been adopted. The staff member referred 
to Staff Accounting Bulletin (SAB) Topic 11.M (also known as SAB 74), which relates to 
disclosure of the impact that recently issued accounting standards is expected to have on a 
registrant’s financial statements when adopted in the future.

The staff member stated that if a registrant does not know or cannot reasonably estimate 
the impact that adoption of the recent major accounting standards is expected to have on 
the financial statements, then in addition to making a statement to that effect, the registrant 
should consider additional qualitative financial statement disclosures to help the reader 
assess the significance of the impact that the standard will have on the registrant’s financial 
statements when adopted. The additional disclosures to be considered include these:

• A description of the effect of the accounting policies that the registrant expects to apply,  
if determined

• A comparison to the registrant’s current accounting policies
• A description of the status of the registrant’s process to implement the new standards
• The significant implementation matters yet to be addressed

With the issuance of Accounting Standards Update No. 2017-03, “Accounting Changes and 
Error Corrections (Topic 250) and Investments – Equity Method and Joint Ventures (Topic 323): 
Amendments to SEC Paragraphs Pursuant to Staff Announcements at the September 22, 2016 
and November 17, 2016 EITF Meetings,” the FASB codified this SEC staff announcement at 
Accounting Standards Codification paragraph 250-10-S99-6. 

In addition, at the December 2016 AICPA National Conference on Current SEC and PCAOB 
Developments, Sylvia E. Alicea, a professional accounting fellow in the SEC’s Office of the Chief 
Accountant (OCA), referred to the EITF staff announcement in her speech and reminded public 
companies to provide transition disclosures for the major accounting standards.

https://www.crowehorwath.com/insights/2016-aicpa-sec-speeches.aspx
https://www.crowehorwath.com/insights/2016-aicpa-sec-speeches.aspx
http://www.fasb.org/cs/ContentServer?c=Document_C&pagename=FASB%2FDocument_C%2FDocumentPage&cid=1176168773466
http://www.fasb.org/cs/ContentServer?c=Document_C&pagename=FASB%2FDocument_C%2FDocumentPage&cid=1176168773466
http://www.fasb.org/cs/ContentServer?c=Document_C&pagename=FASB%2FDocument_C%2FDocumentPage&cid=1176168773466
http://www.fasb.org/cs/ContentServer?c=Document_C&pagename=FASB%2FDocument_C%2FDocumentPage&cid=1176168773466
https://www.sec.gov/news/speech/alicea-2016-aicpa.html
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Additional Implementation Resources

From the Center for Audit Quality
On Dec. 13, 2016, the Center for Audit Quality (CAQ) released a tool for audit committees to 
use in assessing the status of a company’s implementation of the new revenue recognition 
standard. The tool’s four sections include recommended questions to be asked of 
management. The tool also contains a resource list of executive summaries and technical 
guides on the new revenue standard; these have been produced by industry representatives.

Financial Reporting Manual Updated
The SEC’s Division of Corporation Finance (Corp Fin) has updated Topic 11 in its Financial 
Reporting Manual to address specific reporting issues that may arise in the transition to 
the new revenue recognition, lease accounting, and short-duration contract (for insurance 
entities) standards.

Non-GAAP Measures
New Guidance Released
On May 17, 2016, Corp Fin released updated Compliance and Disclosure Interpretations 
(C&DIs) related to non-GAAP financial measures that define certain non-GAAP measures and 
presentations of measures that can be misleading, including these:

• Adjustments such as “a performance measure that excludes normal, recurring, cash 
operating expenses necessary to operate a registrant’s business” (see question 100.01)

• Inconsistencies in the calculation of a non-GAAP measure from period to period (see 
question 100.02)

• Inconsistencies in the treatment of gains and losses that are similar in nature (that is, 
nonrecurring losses added back to GAAP equivalent measure but nonrecurring gains not 
deducted) (see question 100.03)

• Non-GAAP measures that use “individually tailored” accounting principles, such as a non-
GAAP policy that accelerates the recognition of revenue when it should be deferred under 
GAAP (see question 100.04)

• Non-GAAP performance measures that look like liquidity measures and are presented on a 
per share basis, even if management presents the measure as a performance measure (see 
question 102.05)

• Explicit examples of prohibited presentations that present the non-GAAP measure more 
prominently than they present the comparable GAAP measure (see question 102.10)

The updated C&DIs also include examples of how tax effects for both non-GAAP liquidity 
measures and performance measures should be included in a non-GAAP measure (see 
question 102.11).

http://www.crowehorwath.com
http://thecaq.org/preparing-new-revenue-recognition-standard-tool-audit-committees
https://www.sec.gov/divisions/corpfin/cffinancialreportingmanual.shtml
https://www.sec.gov/divisions/corpfin/cffinancialreportingmanual.shtml
https://www.sec.gov/divisions/corpfin/guidance/nongaapinterp.htm
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Staff Reminders and Review Process
At the Sept. 27, 2016, CAQ SEC Regulations Committee meeting (highlights, released on 
Nov. 8, 2016, are available on the CAQ website), the SEC staff shared reminders about 
non-GAAP guidance:

• Full non-GAAP income statements are prohibited.
• Per share non-GAAP measures that are presented as performance measures but appear 

consistent with liquidity measures are prohibited.
• The staff will object if non-GAAP measures represent an individually tailored (non-GAAP) 

accounting principle. They provided an example of consolidating an unconsolidated entity.

The following actions have been taken by SEC staff during reviews of non-GAAP disclosures 
since the updated C&DIs were issued:

• SEC staff has commented on non-GAAP adjustments related to restructuring charges, 
acquisitions and purchase accounting items, and legal settlements in order to understand and 
evaluate the appropriateness of those adjustments. To date, the staff generally has not objected 
to these measures as long as they are appropriately disclosed and follow all applicable guidance.

• Staff has continued to evaluate the appropriateness of non-GAAP adjustments related to 
derivatives and pensions.

• To date, staff members have not focused on adjustments related to stock-based compensation.
• SEC staff has issued comment letters on non-GAAP measures to some registrants separate from 

comment letters issued during routine reviews of periodic filings. In some cases, a registrant may 
receive two separate letters – one for non-GAAP disclosures and one for a periodic filing review.

Tools From the Center for Audit Quality
The CAQ released two tools during 2016 in an effort to get the financial community talking about 
improvements that may need to be made to the use and presentation of non-GAAP measures. 
Most recently, on Dec. 5, 2016, it released a paper, “Non-GAAP Financial Measures: Continuing 
the Conversation,“ which lists suggested questions to be considered by all financial reporting 
stakeholders (for example, investors, securities lawyers, and standard-setters). Prior to that, on June 
28, 2016, it released questions for audit committees to consider when analyzing their companies’ 
non-GAAP measures, “Questions on Non-GAAP Measures: A Tool for Audit Committees.”

http://thecaq.org/sec-regulations-committee-highlights-september-27-2016
http://thecaq.org/non-gaap-financial-measures-continuing-conversation
http://thecaq.org/non-gaap-financial-measures-continuing-conversation
http://www.thecaq.org/questions-non-gaap-measures-tool-audit-committees
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The PCAOB’s Standing Advisory Group
On May 18 and 19, 2016, the PCAOB’s Standing Advisory Group (SAG) held a meeting in 
Washington, D.C., to discuss the auditor’s role in non-GAAP and other company performance 
measures, among other matters. The non-GAAP discussion began with Martin Baumann, 
PCAOB chief auditor and director of professional standards, introducing the topic and noting 
that current auditing standards require auditors to read and consider other information 
included in the same document as the audited financial statements and consider any material 
inconsistencies or misstatements of fact with the financial statements. The meeting discussion 
addressed audit committee involvement with non-GAAP and other information outside the 
financial statements, not limited to what those committees are asking auditors to perform on the 
information; whether internal controls cover non-GAAP measures; and the need for consistency 
in non-GAAP measures from period to period and with a company’s peers.

Resources
• Mark C. Shannon and Bert C. Bonhard, “Did the Needle Move? Non-GAAP Measures in 

Banking” Crowe, Oct. 4, 2016
• Brad Davidson, “Non-GAAP Measures: What’s All the Fuss About?” Crowe, June 2016

Proposal to Simplify Disclosure Requirements
As part of the disclosure effectiveness project, the SEC sought comment on proposals 
approved for release on July 13, 2016, to eliminate a number of disclosure requirements that 
are redundant or outdated in light of changes in SEC rules, U.S. GAAP, International Financial 
Reporting Standards, technology, or the business environment. Areas identified as potentially 
redundant include certain disclosures with respect to bank holding companies, insurance 
entities, consolidation, income taxes, foreign currency, earnings per share, contingencies, 
related parties, and certain interim reporting requirements. Other areas of overlap that the 
SEC proposed to integrate with existing disclosure requirements include foreign currency 
restrictions, restrictions on dividends, and certain geographic disclosures.

The SEC also sought comment on whether it should modify or eliminate certain disclosure 
requirements that overlap with U.S. GAAP and whether to refer others to the FASB for 
potential incorporation into U.S. GAAP. Areas of potential overlap include consolidation, 
segments, seasonality, repurchase agreements, derivatives, and certain interim reporting 
requirements. Areas of potential FASB referral include legal proceedings, consolidation, 
income taxes, and certain interim reporting requirements.

Comments originally were due on Oct. 3, 2016; the comment period was extended to Nov. 2, 
2016. Crowe responded to the SEC’s request for comment.

http://www.crowehorwath.com
https://pcaobus.org/News/Events/Pages/SAG-meeting-May-2016.aspx
http://www.crowehorwath.com/insights/sec-focus-non-gaap-measures.aspx
http://www.crowehorwath.com/insights/sec-focus-non-gaap-measures.aspx
https://www.crowehorwath.com/insights/asset/non-gaap-measures/
https://www.sec.gov/news/pressrelease/2016-141.html
https://www.sec.gov/comments/s7-15-16/s71516.htm
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Proposal to Redefine Smaller Reporting 
Companies (SRCs)
Approved for release on June 27, 2016, an SEC-proposed rule, “Amendments to Smaller 
Reporting Company Definition,” would increase thresholds for companies to qualify as an 
SRC and result in more companies qualifying for SRC scaled disclosure requirements by:

• Raising the public float threshold from less than $75 million to less than $250 million
• Raising – if the company has no public float – the revenue threshold from less than $50 

million to less than $100 million

The proposal would not increase the $75 million threshold in the “accelerated filer” definition, 
and as a result, companies with $75 million up to $250 million of public float would continue to 
be subject to the accelerated filer requirements, including these:

• Timing of filing periodic reports remains 75 days after year-end for Form 10-K and 40 
days after quarter-end for Form 10-Q instead of the extended time periods available to 
nonaccelerated filers.

• The auditor’s attestation of management’s assessment of internal control over financial 
reporting continues to be required by Section 404(b) of the Sarbanes-Oxley Act of 2002.

Comments were due on Aug. 30, 2016.

Concept Release on Regulation S-K
The SEC approved, on April 13, 2016, concept release 33-10064, “Business and Financial 
Disclosure Required by Regulation S-K,” which sought public comment on business and 
financial disclosures that currently are required in SEC filings by Regulation S-K. This release 
was part of the disclosure effectiveness project led by Corp Fin. The project aims to review 
and improve disclosure requirements for the benefit of investors and SEC registrants.

This concept release sought comments specifically on ways to improve a subset of the 
concepts contained in Regulation S-K that apply to domestic registrants’ periodic filings 
(such as Forms 10-Q and 10-K). The SEC is interested in comments from investors, 
registrants, and other market participants on the topics and queries included in the release.

The comment period is closed, but the SEC has continued to accept comment letters on this 
concept release. Crowe views on the concept release were submitted to the SEC in a July 21, 
2016, letter that is available on the SEC website. 

https://www.sec.gov/news/pressrelease/2016-131.html
https://www.sec.gov/rules/concept.shtml
https://www.sec.gov/rules/concept.shtml
https://www.sec.gov/comments/s7-06-16/s70616.htm


9crowe.com

Request for Comment on Financial Statements of 
Other Entities (Regulation S-X)
In one of the first steps of its disclosure effectiveness initiative, on Sept. 25, 2015, the SEC 
released “Request for Comment on the Effectiveness of Financial Disclosures About Entities 
Other Than the Registrant,” which sought stakeholder feedback on the form and content 
requirements in Regulation S-X for financial statements of other entities. Specifically, it covers 
financial statements that SEC registrants must file for significant acquired businesses (Rule 
3-05), unconsolidated equity method investments (Rule 3-09), and guarantors and issuers of 
guaranteed securities (Rule 3-10).

The request for comment summarized existing rules related to these financial statement 
disclosures and then asked questions about the usefulness of information to investors and 
about the challenges that registrants face in preparing the information.

In a letter dated Nov. 30, 2015, and available on the SEC website, Crowe responded to the 
SEC’s request for comment.

Audit Committee Disclosures
The SEC issued a concept release, “Possible Revisions to Audit Committee Disclosures,” 
on July 1, 2015, to seek comment on potential revisions to audit committee disclosures on 
the audit committee’s oversight of the independent auditor. The comment period closed in 
September 2015, and this project is pending further action by the commission.

In his remarks before the December 2015 AICPA National Conference on Current SEC and 
PCAOB Developments, Brian Croteau, former deputy chief accountant in the SEC’s Office of 
the Chief Accountant, noted that the SEC still is evaluating next steps for the concept release 
but said he is encouraged by the momentum in voluntary disclosures. “Many commenters 
[on the concept release] expressed support for considering whether and how to improve 
disclosures being made under current rules. However,” he said, “there were mixed views 
about the need for additional detailed disclosure requirements.”

Furthermore, the CAQ and Audit Analytics, on Nov. 1, 2016, released the 2016 “Audit 
Committee Transparency Barometer.” The annual report shows that since 2014, more 
Standard & Poor’s 500 companies are disclosing information on the audit committee’s role in 
external auditor oversight. Significant areas of expanded proxy disclosure, according to the 
report, include external auditor appointment and tenure, engagement partner selection and 
rotation, and evaluation criteria of the external audit firm.

http://www.crowehorwath.com
https://www.sec.gov/news/pressrelease/2015-211.html
https://www.sec.gov/news/pressrelease/2015-211.html
https://www.sec.gov/comments/s7-20-15/s72015.shtml
https://www.sec.gov/rules/concept/2015/33-9862.pdf
https://www.sec.gov/news/speech/croteau-2015-aicpa.html
http://www.thecaq.org/2016-audit-committee-transparency-barometer
http://www.thecaq.org/2016-audit-committee-transparency-barometer
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From the PCAOB
Re-proposal on the Auditor’s Reporting Model
On May 11, 2016, the PCAOB re-exposed a proposal, “The Auditor’s Report on an Audit of 
Financial Statements When the Auditor Expresses an Unqualified Opinion,” to add critical 
audit matters (CAMs) (that is, certain matters that involve “especially challenging, subjective, or 
complex auditor judgment,” among other criteria) to the auditor’s report. The revised proposal 
retains the pass-fail model in the existing auditor’s report (that is, the qualified-unqualified 
opinion model) but would add CAMs and make other improvements to the report. The 
PCAOB refined its prior proposal by limiting CAMs to those communicated or required to be 
communicated to the audit committee and material to the financial statements, and adding a 
requirement that the auditors describe how the CAM was addressed.

Generally, the proposal will apply to audits conducted under PCAOB standards; however, 
unlike the 2013 proposal, the requirements will not apply to the audits of 1) brokers and 
dealers, 2) investment companies other than business development companies, and 3) 
employee stock purchase, savings, and other similar plans.

The re-exposed proposal does not include the additional auditing standard from the 2013 
proposal related to the auditor’s responsibilities for other information outside the financial 
statements, but the board did state that it will determine how to proceed on that standard 
at a later date.

Comments were due Aug. 15, 2016. The PCAOB staff is evaluating comments received and is 
expected to issue a final standard in 2017. 

https://pcaobus.org//News/Releases/Pages/PCAOB-Reproposes-Auditors-Report-051116.aspx
https://pcaobus.org//News/Releases/Pages/PCAOB-Reproposes-Auditors-Report-051116.aspx
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SEC Approves Naming the 
Engagement Partner and 
Other Audit Firms
The PCAOB adopted, on Dec. 15, 2015, and 
the SEC later approved, on May 9, 2016, new 
rules to provide investors with more information 
about participants in public company audits. In 
accordance with the new rules, auditors will be 
required to file a new PCAOB Form AP, “Auditor 
Reporting of Certain Audit Participants,” for each 
issuer audit. Information to be disclosed includes:

• Engagement partner name
• Names, locations, and extent of participation of 

other accounting firms that took part in the audit 
and whose work constituted 5 percent or more of 
the total audit hours

• Number and aggregate extent of participation 
of all other accounting firms that took part in 
the audit whose individual participation was 
less than 5 percent of the total audit hours

The standard deadline for filing Form AP will be 
35 days after the date the auditor’s report is first 
included in an SEC-filed document. However, for 
initial public offerings, the Form AP filing deadline 
will be 10 days after the auditor’s report is first 
included in an SEC-filed document.

The disclosure requirement for the engagement 
partner name is effective for auditor’s reports 
issued on or after Jan. 31, 2017. The requirement 
to disclose other audit firms participating in the 
audit is effective for reports issued on or after 
June 30, 2017.

On Dec. 19, 2016, the CAQ issued Alert 2016-
03, “Form AP, Auditor Reporting of Certain 
Audit Participants,” to serve as a resource and 
reminder of considerations related to the new 
Form AP reporting. The alert includes a number 
of frequently asked questions on the reporting 
and disclosure requirements of the new form.

http://www.crowehorwath.com
https://www.sec.gov/rules/pcaob/2016/34-77787.pdf
http://www.thecaq.org/caq-alert-2016-03-form-ap-auditor-reporting-certain-audit-participants
http://www.thecaq.org/caq-alert-2016-03-form-ap-auditor-reporting-certain-audit-participants
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