
 

 

1Q 2021 Audit Committee Update – Public Companies 

As calendar-year companies complete their 2020 financial reporting for SEC Form 10-K, they should be aware of 
upcoming changes to accounting and SEC rules. On the accounting side, 1Q 2021 will come as a relief after several 
very busy years with leases, credit impairment, and COVID-19—there are only a few narrowly scoped changes 
taking effect in 2021. The SEC issued a flurry of final rules in 4Q 2020 that will be effective in 1Q 2021 or may be 
early adopted.   

FASB Standard Setting   
A number of accounting standards updates (ASU) issued by FASB take effect during the first quarter of 2021 for 
calendar-year companies that are public business entities. The below standards are effective for fiscal years—and 
interim periods within those fiscal years—beginning after December 15, 2020.   

ASU 2018-14, Changes to the Disclosure Requirements for Defined Benefit Plans   
 The ASU removes the following disclosures:  

• The amounts in accumulated other comprehensive income expected to be recognized as 
components of net periodic benefit cost over the next fiscal year 

• The amount and timing of plan assets expected to be returned to the employer 
• The disclosures related to the June 2001 amendments to the Japanese Welfare Pension 

Insurance Law 
• The related-party disclosures about the amount of future annual benefits covered by insurance 

and annuity contracts and significant transactions between the employer or related parties and 
the plan 

• The effects of a one-percentage-point change in assumed health care cost trend rates on the 
aggregate of the service and interest cost components of net periodic benefit costs and benefit 
obligation for postretirement health care benefits 

 The ASU adds the following disclosures:  

• The weighted-average interest crediting rate for cash balance plans and other plans with a 
promised interest crediting rate. In recent years, cash balance plans have significantly increased  

• A narrative description of the reasons for significant gains and losses affecting the benefit 
obligation for the period  

 The changes will be applied on a retrospective basis to all periods presented.  

Resource: Changes to Defined Benefit Plan Disclosures 

ASU 2019-12, Simplifying the Accounting for Income Taxes  
The ASU removes specific exceptions to the general principles in Accounting Standards Codification (ASC) 740: 

 Intra-period tax allocation exception to incremental approach 

 Ownership changes in investments – The existing exceptions would be removed: 

• Changes from a foreign subsidiary to an equity method investment  
• Changes from a foreign equity investment to a subsidiary  

 Year-to-date (YTD) loss limitation in interim period tax accounting  

Other simplifications include: 

 Franchise taxes partially based on income-hybrid tax regimes  

 Tax basis step-up in goodwill obtained in a transaction that is not a business combination 

https://www.bkd.com/article/2018/08/changes-defined-benefit-plan-disclosures
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 Separate financial statements of single-member limited liability companies (SMLLC)  

 Interim period accounting for enacted changes in tax law 

Resource: Simpler Income Tax Accounting Finalized  

ASU 2020-01, Clarifying the Interactions between Topic 321, Topic 323, & Topic 815  
The ASU clarifies two points:   

 Application or discontinuation of the equity method of accounting  

 Appropriate guidance for forward contracts and purchased options  

Resource: Updates to Equity Investment Accounting  

ASU 2020-08, Codification Improvements  
The ASU clarifies when a reporting entity should assess whether a callable debt security is within the scope of ASC 
310-20-35-33, which affects the amortization period for nonrefundable fees and other costs. 

SEC Regulation 

Accredited Investor Definition  
On August 26, 2020, the SEC updated the definition of an accredited investor. This definition determines if, and 
how much, an individual can invest in nonpublicly traded or nonregistered investments such as hedge, private 
equity, or venture capital funds. These changes will substantially increase the potential pool of investors in exempt 
securities offerings, including Rule 506(b) and 506(c) offerings, as well as interstate crowdfunding offerings. The 
changes to the qualified institutional buyer (QIB) definition will allow Indian tribes, labor unions, and 529 
educational savings plans, among others, to invest in private funds.  

These changes are effective as of December 8, 2020.  

Resource: SEC Updates Accredited Investor Definition 

Disclosures on Acquired & Disposed Business 
On May 20, 2020, the SEC approved extensive changes to simplify Regulation S-X disclosure requirements and 
reduce the complexity and costs of preparing financial information related to acquisitions and dispositions of 
businesses. The rule changes are intended to help public companies and investment companies determine 
whether a subsidiary or an acquired or disposed business is significant. This determination dictates whether an SEC 
registrant is required to provide additional financial information on its business acquisitions and dispositions. 

The amendments are effective as of January 1, 2021.  

Resource: SEC Streamlines Acquisition & Disposal Disclosures 

Debt Securities Disclosures  
In March 2020, the SEC updated the financial disclosure requirements for registered debt offerings that include 
credit enhancements such as subsidiary guarantees. The SEC believes these changes will reduce compliance costs 
and encourage issuers to offer guaranteed or collateralized securities on a registered basis, which would increase 
investor protections compared to unregistered offerings. These changes could increase issuers’ flexibility to 
include guarantees or pledges of affiliate securities as collateral in structured debt offerings, which may increase 

https://www.bkd.com/article/2020/01/simpler-income-tax-accounting-finalized
https://www.bkd.com/article/2020/01/updates-equity-investment-accounting
https://www.bkd.com/alert-article/2020/09/sec-updates-accredited-investor-definition
https://www.bkd.com/article/2020/05/sec-streamlines-acquisition-disposal-disclosures


1Q 2021 Audit Committee Update – Public Companies  
 

3 

the number of registered offerings that include these credit enhancements and could result in a lower cost of 
capital and increased investor protection.  

The amendments are effective as of January 4, 2021.  

Resource: New SEC Disclosure Relief for Certain Debt Securities 

MD&A Disclosures – Consider for Early Adoption 
On November 19, 2020, the SEC issued a final rule that will modernize, simplify, and enhance certain 
management’s discussion and analysis (MD&A) and other financial disclosure requirements in Regulation S-K. The 
most significant changes are the elimination of the requirement for five years of selected financial data, greater 
flexibility on quarterly disclosures, and the elimination of the required contractual obligations table.  

Registrants are required to comply with the rule beginning with the first fiscal year ending on or after February 10, 
2021. Registrants will be required to apply the amended rules in a registration statement and prospectus that on 
its initial filing date is required to contain financial statements for a period on or after the mandatory compliance 
date. Prior to the mandatory compliance date, registrants may voluntarily elect, on an item-by-item basis, to 
provide disclosures consistent with the final rule at any time after the effective date, if they comply with the 
amended item in its entirety. For example, a registrant may early adopt the elimination of the five-year disclosure 
requirements on the effective date and defer other changes to the mandatory compliance date.  

Resource: SEC Updates MD&A Disclosures  

Bank Disclosures – Consider for Early Adoption 
On September 11, 2020, the SEC finalized rules updating the statistical disclosures that bank and savings and loan 
registrants provide to investors. The rules in Industry Guide 3 have not been significantly updated in 30 years, and 
these changes will eliminate disclosures that overlap with other SEC requirements and U.S. and international 
accounting guidance. The new disclosure requirements will be codified in a new section of Regulation S-K and 
Guide 3 will be rescinded effective January 1, 2023. 

The rule is effective as of November 16, 2020, and will apply to fiscal years ending on or after December 15, 2021. 
Financial institutions can implement the changes in advance of the mandatory compliance date. 

Resource: SEC Overhauls Bank Disclosures 

On the Horizon  

Auditor Independence Rules 
On October 16, 2020, the SEC issued a final rule updating its auditor independence rules. The changes are intended 
to more effectively and efficiently identify transactions and relationships that could impair an auditor’s 
independence. By reducing the number of minor independence conflicts, clients may be able to choose between 
an increased number of eligible audit firms for future work. Except for minor changes to certain lending rules in 
2019, the independence rules were last overhauled in 2003. 

The rule is effective June 9, 2021. 

Resource: SEC Finalizes New Auditor Independence Rules  

Fund of Fund Regulations 
On October 7, 2020, the SEC approved a new Rule, 12d1-4, establishing a more comprehensive regulatory 
framework for fund of funds arrangements, which are funds that invest in other funds. The framework covers 
control and voting limits, required findings, an investment agreement, and limits on complex structures. 

https://www.bkd.com/article/2020/03/new-sec-disclosure-relief-certain-debt-securities
https://www.bkd.com/alert-article/2020/12/sec-updates-mda-disclosures
https://www.bkd.com/alert-article/2020/09/sec-overhauls-bank-disclosures
https://www.bkd.com/article/2020/10/sec-finalizes-new-auditor-independence-rules
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Rule 12d1-4 is effective January 19, 2021; however, the compliance date for the Form N-CEN amendments will be 
425 days after Federal Register publication. The rescission of Rule 12d1-2 and the SEC’s exemptive orders will be 
effective one year from the rule’s effective date.  

Resource: SEC Updates Fund of Funds Regulations 

Derivative Rules for Investment Funds 
On October 28, 2020, the SEC issued a final rule creating a new regulatory framework for derivatives use by 
registered investment companies. The rule creates a modernized, comprehensive approach to the regulation of 
funds’ derivatives use that will protect investors and reflects the evolution of derivatives usage over the past 
decades.  

The rule is effective as of February 19, 2021, but the compliance date is August 19, 2022. The SEC is providing an 
18-month transition period after the effective date to give funds time to comply with the provisions of Rule 18f-4 
and the related reporting requirements. The rescission of Release 10666 also will be effective 18 months after the 
effective date. The withdrawal of letters and staff guidance addressing funds’ use of derivatives and other 
transactions covered by Rule 18f-4 will be effective upon the rescission of Release 10666. 
 

Resource: SEC Updates Derivatives Rules for Investment Funds 

Investment Fund Valuation Rules 
On December 3, 2020, the SEC issued a final rule creating a new framework for fund valuation practices. New Rule 
2a-5 under the Investment Company Act of 1940 establishes requirements for determining fair value in good faith. 
New Rule 31a-4 requires funds to maintain appropriate documentation to support fair value determinations and, 
where applicable, documentation related to the designation of the valuation designee.  

The rule is effective as of March 8, 2021. After the effective date, funds have an 18-month transition period to 
comply with the rule and related reporting requirements which would be September 2022. After the effective 
date, a fund may voluntarily comply with the rules in advance of the compliance date. 

Resource: Investment Funds Get New Valuation Rules 

Other Considerations 

Environmental, Social, & Governance (ESG) Reporting  
The drumbeat for increased and more standardized ESG disclosures has grown louder in recent months, but the 
path ahead is still murky. It is clear that demand for more information is not going away; however, some key 
questions need resolution:  

 Who will set the rules? The SEC, an existing advisory group, or a new group? 

 Principles-based or prescriptive guidance?  

 Where should the information appear—SEC filing and audited financial statements or freestanding 
reports? 

 Will audits or assurance be required?  

Although some information relating to greenhouse gas emissions and climate change is required in SEC filings, 
much more information is publicly available from voluntary disclosure initiatives or other regulatory requirements. 
In 2019, 90 percent of the S&P 500 companies voluntarily published sustainability reports. Companies use a variety 
of reporting frameworks and standards, including the Global Reporting Initiative (GRI) Standards, the Sustainability 

https://www.bkd.com/article/2020/11/sec-updates-fund-funds-regulations
https://www.bkd.com/article/2020/11/sec-updates-derivatives-rules-investment-funds
https://www.bkd.com/alert-article/2020/12/investment-funds-get-new-valuation-rules


1Q 2021 Audit Committee Update – Public Companies  
 

5 

Accounting Standards Board (SASB), and the Task Force on Climate-related Financial Disclosure (TCFD) 
recommendations.  

Resources:  

What You Need to Know About ESG Reporting 

ESG Investment Funds Get SEC Scrutiny 

Keynote Interview: Time to Deliver a Clear ESG Vision 

Change Is Here: ESG (archived webinar)  

LIBOR Sunset 
Despite the COVID-19 pandemic, there have been several significant updates in 2021 toward the elimination of the 
London Interbank Offered Rate (LIBOR); however, substantial work remains for a successful transition. Most 
notably, the LIBOR administrator has finalized the timeline for the last publication of official LIBOR rates.   

The SEC notes that reference rate reform could have a significant effect on the financial markets and may present 
a material risk for certain market participants, including public companies, investment advisers, investment 
companies, and broker-dealers. A new benchmark rate could affect the cost of credit, alter the value of assets and 
liabilities, and create contractual issues for agreements that do not reference a fallback rate. The SEC is actively 
monitoring the extent to which market participants are identifying and addressing these risks. 

Resource: Reference Rate Reform 1Q Update  

Changes to Auditors Report – Critical Audit Matters (CAM) 
A CAM is any matter communicated or required to be communicated to the audit committee and that both relates 
to material accounts or disclosures that are material to the financial statements and involves “especially 
challenging, subjective, or complex auditor judgment.” The communication of CAMs is the responsibility of the 
auditor, not management or the audit committee, and they describe aspects of the audit process. They are not the 
same as critical accounting policies, which are determined by management and reported in quarterly and annual 
reports in MD&A. The auditor’s report has to identify the CAM; describe the main considerations that led the 
auditor to deem that the matter is a CAM; and describe how the audit addressed the CAM. The auditor’s report 
also must refer to the relevant financial statement accounts or disclosures that relate to the CAM. 

This change will take effect for audits for fiscal years ending on or after June 30, 2019, for large accelerated filers; 
and for fiscal years ending on or after December 15, 2020, for all other companies to which the requirements 
apply. 

The most common CAMs cited in the first set of SEC filings were goodwill and intangible assets, revenue, income 
taxes, acquisitions, inventory, contingencies, and other liabilities. 

 

Conclusion  
If you have questions about these changes, contact your BKD Trusted Advisor™ today. 

Contributor  
Anne Coughlan 
Director  
317.383.4000 
acoughlan@bkd.com 

https://www.bkd.com/alert-article/2021/04/what-you-need-know-about-esg-reporting
https://www.bkd.com/alert-article/2021/04/esg-investment-funds-get-sec-scrutiny
https://www.bkd.com/article/2021/04/keynote-interview-time-deliver-clear-esg-vision
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