
 

 

2Q 2021 Audit Committee Update – Public Companies 

This article addresses key accounting and financial reporting considerations for public companies as they prepare 
second quarter financial statements.  

FASB Standard Setting   
FASB issued one accounting standards update (ASU) and one exposure draft in the second quarter that were 
relevant for public companies.  

ASU 2021-04, Issuer’s Accounting for Certain Modifications or Exchanges of Freestanding 
Equity-Classified Written Call Options     

 Principles-based framework to interpret and clarify which existing guidance is applicable based on a 
transaction’s substance  

 Effective for all entities for interim and annual periods beginning after December 15, 2021   

Resource: FASB Issues Warrant Modification Guidance  

Exposure Draft, Fair Value Hedging—Portfolio Layer Method 
 The proposal would expand the current single-layer model to allow multiple-layer hedges of a single 

closed portfolio of prepayable financial assets or one or more beneficial interests secured by a portfolio of 
prepayable financial instruments. An entity would then be able to achieve hedge accounting for hedges of 
a great proportion of the interest rate risk in the assets within a closed portfolio   

 Comments were due July 5, 2021 

SEC Regulation 
Other than EDGAR filing updates, no final rules were issued in the second quarter of 2021. Future starting 
regulation is listed in the Appendix.  

Newly Effective Regulation 

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  

SEC Agenda Updates  
On June 11, 2021, the SEC released its semiannual report. SEC Chair Gary Gensler has outlined an expansive 
regulatory agenda. In addition to the previously announced focus on environmental, social, and governance (ESG) 
disclosures, the plan included proposed changes to the proxy-advice and shareholder proposal rules as soon as 
next spring. Board member Allison Lee previously noted that current disclosure rules have failed to help everyday 
investors understand how asset managers exercise shareholder votes. The SEC will review ways to improve 
existing N-PX forms to mandate more standardized and timely disclosures and make clear the number of shares 
where fund managers decline to exercise their vote.  

https://www.bkd.com/article/2018/08/changes-defined-benefit-plan-disclosures
https://www.bkd.com/article/2018/08/changes-defined-benefit-plan-disclosures
https://www.bkd.com/article/2020/10/sec-finalizes-new-auditor-independence-rules
https://www.sec.gov/news/press-release/2021-99
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Fund managers can give up their voting rights if they have lent shares for a fee. This was highlighted by the recent 
volatility in GameStop shares. While the stock borrow fees are attractive for asset managers and lower customer 
costs, the trade-off is the potential loss of voting rights. The current rules were established 20 years ago and do not 
require the disclosure of the number of shares fund managers have voting authority over together with the shares 
that were ultimately voted.  

The SEC’s corporate finance division is preparing to address additional regulation on special purpose acquisition 
companies (SPAC), corporate board diversity, trading by corporate officers and directors (Rule 10b5-1), and how 
firms oversee cybersecurity risks. Currently, more capital is raised privately than through public deals and the SEC 
also is reviewing its rules on exempt offerings.  

Resource: What You Need to Know About SPACs 

ESG Reporting Feedback 
In March, the SEC requested input from investors, registrants, and other market participants on climate disclosure 
and included 15 questions for consideration. The comment period recently closed with more than 5,600 letters 
received through June 22, 2021. The SEC aggregated the responses into the following broad buckets:  

 40 Percent – Shareholders and the public have a right to be informed of ESG factors, and the SEC should 
require clear, standardized, and trustworthy information on these topics from all companies 

 33 Percent – Disclosures must:  

• Be mandatory and standardized to make them comparable across firms and sectors 
• Be easily accessible, transparent, clear, and decision-useful to all investors of different levels of 

sophistication 
• Include both qualitative disclosures as well as specific line-item, quantitative disclosures 
• Cover both physical risks and transition risks that affect enterprise value, but also the effects that 

issuers have on society, the natural environment, the global financial system, and investors as a 
whole, including risks associated with human rights and the rights of Indigenous Peoples and 
other vulnerable and marginalized populations 

• Report on total greenhouse gas emissions linked to their own operations and their suppliers 
• Include quantitative and qualitative data used in scenario analysis, specifically direct and supply 

chain emissions from land use, land use change, and forestry. This data should include detailed 
data on company land banks, land and forest management practices, sustainability and 
governance policies, and deforestation-reduction targets 

• Be in a machine-readable format 

 26 Percent – The SEC should require companies and banks to reveal information about their climate risks, 
contribution to climate change (including total direct and indirect greenhouse gas emissions), and other 
sustainability issues such as fair treatment of workers and communities, diversity, equity and inclusion, 
environmental and economic benefits and harms, and political spending  

Resource: What You Need to Know About ESG Reporting 

Public Company Auditing Updates 
The Sarbanes-Oxley Act of 2002 created the PCAOB and required that auditors of U.S. public companies and SEC 
registered brokers and dealers be subject to external, independent oversight for the first time. The PCAOB has four 
primary functions in overseeing these auditors: registration, inspection, standard setting, and enforcement. All 
PCAOB rules and standards must be approved by the SEC. Standard setting included disclosure about the names of 
engagement partners, the auditor’s reporting model, auditing accounting estimates and use of specialists, and 
critical audit matters (CAM). The PCAOB also updated its independence standards to align with SEC rules.   

https://www.bkd.com/article/2021/06/what-you-need-know-about-spacs
https://www.sec.gov/news/public-statement/lee-climate-change-disclosures
https://www.bkd.com/alert-article/2021/04/what-you-need-know-about-esg-reporting
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The PCAOB has five board members, including a chair, each of whom is appointed by the SEC, after consultation 
with the chair of the Board of Governors of the Federal Reserve System and the secretary of the Treasury. Two 
board members—and only two of them—must be CPAs. William Duhnke, a former Naval officer and longtime 
Senate aide, was appointed PCAOB chair in 2018; over the next two years, the rest of the five board members and 
much of the top staff were replaced. During this time, the PCAOB overhauled its standard-setting agenda, strategic 
plan, and audit firm inspection process. The PCAOB was criticized for ending meetings of its Investor Advisory 
Group and Standing Advisory Group and holding few open meetings during Duhnke’s tenure. In April, a group of 11 
former members of the PCAOB's Investor Advisory Group sent a letter to Gensler asking him to remove Duhnke 
and the other board members. A recently released Cornerstone Research analysis pointed out that PCAOB 
enforcement actions fell 46 percent in 2020 over 2019 and that the number of PCAOB actions disclosed was the 
lowest in six years. In addition, for the second year in a row, the PCAOB did not disclose any actions about audits of 
broker-dealers.  

In June, the SEC removed Duhnke as chair and plans to replace the entire board. Gensler noted that the leadership 
changes were needed because the board was not living up to its mission to protect investors. The SEC appointed 
Duane M. DesParte to serve as acting chairperson. DesParte announced that he has directed staff to reassess the 
organization’s stakeholder engagement efforts, including revisiting the structure and membership of its advisory 
groups. Given this reassessment, the nominations process for membership in the Standards Advisory Group has 
been paused. 

While dramatic, this change is not unprecedented—the SEC replaced the entire board in 2017, after a scandal 
involving the leak of confidential inspections data. 

Changes to Auditor’s Report – Critical Audit Matters 
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 CAMs describe aspects of the audit process. CAMs are 
not the same as critical accounting policies, which are determined by management and reported in quarterly and 
annual reports in management’s discussion and analysis (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 
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Appendix – On the Horizon  

MD&A Disclosures – Consider for Early Adoption 
On November 19, 2020, the SEC issued a final rule that will modernize, simplify, and enhance certain 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 

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. 

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 

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/2020/11/sec-updates-fund-funds-regulations
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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 end 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 

 

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

