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Non-GAAP Financial Measures 

 On May 17, 2016 the SEC issued Compliance and 
Disclosure Interpretations regarding the use of non-GAAP 
financial measures.

 The CD&I’s focus on SEC Regulation G and Item 10(e) of 
Regulation S-K.

 The SEC expressed concern regarding a perceived over-
emphasis on non-GAAP financial information, with particular 
focus on “equal or greater prominence” requirements.



Non-GAAP Financial Measures 
 Item 10(e)(1)(i)(A) of Regulation S-K requires that when an issuer presents a non-GAAP measure, it must present the 

most directly comparable GAAP measure with equal or greater prominence. 

 The CD&I’s make it clear that the following disclosures of non-GAAP measures are more prominent and therefore 
noncompliant:

– omitting comparable GAAP measures from an earnings release headline or caption that includes non-GAAP measures;

– a non-GAAP measure that precedes the most directly comparable GAAP measure (including in an earnings release headline or 
caption);

– presenting a non-GAAP measure using a style of presentation (e.g., bold, larger font) that emphasizes the non-GAAP measure 
over the comparable GAAP measure;

– describing a non-GAAP measure as, for example, “record performance” or “exceptional” without at least an equally prominent 
descriptive characterization of the comparable GAAP measure;

– presenting a full income statement of non-GAAP measures or presenting a full non-GAAP income statement when reconciling 
non-GAAP measures to the most directly comparable GAAP measures;

– providing tabular disclosure of non-GAAP financial measures without preceding it with an equally prominent tabular disclosure 
of the comparable GAAP measures or including the comparable GAAP measures in the same table;

– excluding a quantitative reconciliation with respect to a forward-looking non-GAAP measure in reliance on the “unreasonable 
efforts” exception in Item 10(e)(1)(i)(B) without disclosing that fact and identifying the information that is unavailable and its 
probable significance in a location of equal or greater prominence; and

– providing discussion and analysis of a non-GAAP measure without a similar discussion and analysis of the comparable GAAP 
measure in a location with equal or greater prominence.



Non-GAAP Financial Measures: Be Careful with 
Liquidity Measures
 Non-GAAP liquidity measures that measure cash generated 

must not be presented on a per share basis in documents filed 
or furnished with the SEC, consistent with Accounting Series 
Release No. 142.

– Prohibition depends on whether the non-GAAP measure can 
be used as a liquidity measure, even if management 
presents it solely as a performance measure.

– Staff focuses on the substance of the non-GAAP measure 
and not management’s characterization of the measure. 

 The three major categories of the statement of cash flows 
should be presented when a non-GAAP liquidity measure is 
presented. 

 Free cash flow is a liquidity measure that must not be 
presented on a per share basis.



Non-GAAP Financial Measures: Tax Impacts 
Required Too
 Tax effects: A registrant should provide income tax effects 

on its non-GAAP measures.

– If a measure is a liquidity measure that includes income taxes, it might 
be acceptable to adjust GAAP taxes to show taxes paid in cash.

– If a measure is a performance measure, the registrant should include 
current and deferred income tax expense commensurate with the 
non-GAAP measure of profitability.

– In addition, adjustments to arrive at a non-GAAP measure should not 
be presented “net of tax.”

– Rather, income taxes should be shown as a separate adjustment and 
clearly explained. 



Why Are Non-GAAP Measures Important?

 Can convey a clearer picture of a company’s operating performance, financial position, 
liquidity position and future free cash flow expectations than GAAP when done properly.

– Can reduce noise (e.g., non-recurring, non-cash items) that can obscure core business 
trends.

 Can enhance comparability across companies in an industry, especially if their application 
of GAAP is not consistent across their industry and/or peer group.

 Can provide transparency into non-GAAP debt covenant compliance.

 Many investors and analysts want non-GAAP measures – allow for better model building. 

 Certain sectors (e.g., REITs) have special situations and GAAP can actually cloud 
understanding of some performance indicators.

 The media tends to only read headlines and thus often doesn’t acquire a full 
understanding of the core results in a rush to “get the news out.”

 Sell-side analysts and investors are increasingly stretched; given the ongoing 
transformation of Wall Street, they need assistance with better understanding a company’s 
core performance.



Why Are Non-GAAP Measures Important?

 Reality: there is a significant divergence between GAAP and 
Non-GAAP results.

 Historically, some companies have highlighted non-GAAP 
measures and not disclosed GAAP measures in an effort to 
“make the number (i.e., hit expectations).

 Can be an incentive to exclude “bad” things and not “good” 
things, especially when they impact performance based 
compensation. 

 If they are too aggressive and/or inconsistent, both the 
company and the management team can lose credibility. 

– In some cases, it provides ammunition for short sellers or a path for 
activists. 



Today’s Non-GAAP Realities

 Use of Non-GAAP is actually increasing, not decreasing.

– 96% of S&P 500 companies used a non-GAAP metric during Q4’16. 
(Source: Audit Analytics)

– This compares to 75% in 2006 and 88% in fiscal 2015. 

– Usage trends in non-earnings materials is increasing as well.

– Three core focus areas drive majority of adjustments.

 Equity Compensation

 M&A/Integration Costs

 Restructuring Charges



Recent Non-GAAP Trends: Earnings Releases Big 
Changes
 Most noticeable impact has been on the earnings release 

where equal prominence and placement have been the 
focus.

– Sub-titles much trickier today given the requirement for GAAP lead.

– Bulleted highlights now usually include GAAP, even if not meaningful 
to core understanding of story.

 Some companies have eliminated non-GAAP focused 
tables as they felt addition of applicable GAAP table made 
the release too long.



Non-GAAP Financial Measures: Comment Letters 

 The SEC Division of Corporate Finance has released close to 
300 comment letters to nearly 250 companies challenging the 
calculation and presentation of Non-GAAP financial measures 
in filings made subsequent to the issuance of guidance.

 The areas of SEC staff focus are primarily the following: 

– Failure to present the GAAP measure with equal or greater prominence;

– Inadequate explanation of usefulness of non-GAAP measure;

– Misleading adjustments, such as exclusion of normal, recurring cash 
expenses;

– Inadequate presentation of income tax effect of non-GAAP measure;

– Individually tailored revenue recognition or measurement methods;

– Misleading title of description of non-GAAP measure; and

– Use of per share liquidity measures.



Non-GAAP Financial Measures: Comment Letters 

 SEC has allowed companies to include non-GAAP earnings 
measures that are arguably prohibited. 

– Companies made the case why these measures are important for 
investors. 

 SEC has not been flexible about non-GAAP revenue 
measures. 

 Don’t expect the SEC to waive compliance with Item 10(e) 
or Regulation G requirements, such as “prominence.”



Non-GAAP Financial Measures: Recent Enforcement 
Activity
 Rare to see a “pure” non-GAAP enforcement action.

 CFO and chief account of REIT manipulated the calculation of the 
company’s adjusted funds from operation (non-GAAP) by using a fake 
“plug” number, which boosted the measure and mislead investors. 

– Chief accountant resigned and pled guilty to one count of conspiracy to 
commit securities fraud and other offences. 

– CFO resigned and pled not guilty; trial is pending. 

 MDC Partners, a marketing company, used the term “organic revenue 
growth” without providing a clear reconciliation to GAAP measures, which 
prevented investors from making meaningful comparisons.

– Company also failed to disclose some personal benefits in CEO 
compensation.

– Company agreed t o pay a $1.5 million penalty to settle all charges. 



Non-GAAP Financial Measures: Conclusion & 
Practical Advice
 Key questions to ask when you make these choices and 

during each annual review of your disclosure policies:

– What is the intent of using the measure and what are you trying to 
communicate?

– Does it truly provide investors with a better understanding for your 
investment thesis?

– Do you use the measure consistently?

– Do you use the measure internally (e.g., for incentive compensation)?

– How does the company’s non-GAAP measure differ from approaches 
taken by other companies?
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Background

Joint project 
between FASB 

and IASB to issue 
a single 

converged 
principle-based 

revenue 
recognition 
standard

Supersedes 
virtually all 
revenue 

recognition 
guidance in US 

GAAP and IFRS, 
including 

prescriptive 
guidance and 

industry-specifice 
practices

Utilizes more 
principles and 
requires more 
estimates and 

greater judgement

Requires 
evaluation of the 

policies, 
processes, 

systems and 
controls by which 

revenue is 
recognized and 

disclosed
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Potential Impact

• One of the most significant changes to accounting standards in decades

• Some entities may see little change to reported revenue; however, every entity should expect continued 
significant demands on resources to update or replace accounting systems, policies, and internal controls

• Debt covenants, employee compensation, and other non-revenue aspects of doing business may be 
impacted

• Disclosures may require capturing data not currently obtained and systems might not be able to 
accommodate the needs

18
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The Clock is Ticking

May 2014

Mandatory adoption for 
calendar year-end 

public entities

Mandatory adoption for 
calendar year-end non

public entities

January 1, 2018 January 1, 2019

19

Today

3 Months
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Identify the contract(s) with a customer

Identify the performance obligations

Determine the transaction price

Recognize revenue to 
depict the transfer of 
promised goods or 

services to customers 
in an amount that 

reflects the 
consideration to which 
the entity expects to be 
entitled in exchange for 

those goods or 
services

The Five Step Model

Allocate the transaction price to the performance 
obligations

Recognize revenue when or as an entity satisfies 
performance obligations

20

1

The core principle of the new 
Revenue Recognition Standard

Steps to implement

2

3

4

5
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Step by Step – Challenging 
Considerations

• Collectibility 
assessment

• No cash basis 
accounting 

Step one Step two Step three Step four

21

Step five

• New criteria to 
identify 
"performance 
obligations"

• New warranty 
guidance

• Principal 
versus agent 
considerations

• Identification 
and estimation 
of variable 
consideration

• Consideration 
of the 
"constraint 
guidance" 

• Payments 
made to 
customers

• Estimation of 
stand-alone 
selling price

• Specific 
guidance on 
allocation of 
variable 
consideration 
and discounts

• New over time 
criteria

• Must select a 
single method 
to measure 
progress for 
each 
performance 
obligation if 
over time 
criteria met
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Effective Dates and Transition 
Options

22

2016 2017 2018

Full Retrospective
Current GAAP New GAAP 

New GAAP (restated) New GAAP 

2016 2017 2018

Modified 
Retrospective 

Current GAAP

Disclose impact on each 
line item

New GAAP 

Effective date 
1/1/18

Cumulative Effect

Non public entities have one additional year to adoption – effective date is January 1, 2019 for calendar year 
non public entities
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Transition Approach Considerations

23

Preference Ability

Effective PMO capabilities

Historical data availability

Resource availability to drive change

Magnitude of expected changes

Relative difference in cost and 
business impacts

Impact on amount and timing of tax 
payments

Industry/peer approach

Market needs for comparative f/s
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Factors That Could Affect Time to 
Implement

24

• Bundled arrangements

• Varying contract terms 

• Long-term contracts

• Multiple, diverse businesses

• Global operations

• Decentralized organization

•More extensive estimates that are required

• Changes in the number of performance 
obligations

• Multiple, disparate IT systems 

• Less developed change management

• Shorter revenue cycle

• Single line of business

• Domestic operations only

• Highly centralized organizational structure

• Well-controlled process that currently 
provides revenue estimates

• No change to existing performance 
obligations

• One enterprise resource planning (ERP) 
system

• Strong change management

M
or

e 
tim

e
Less tim

e
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Factors That Could Affect Time to 
Implement

25

Disaggregated revenue 
Information about contract 

balances
Contract costs 

Significant judgments 
Remaining performance 

obligations

Information about 
contract balances
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More Than An Accounting Change

26

How will A&F make updates to forecasted revenue 
and internal profit reporting?

Accounting & Finance
Can we identify the five components of the new 
revenue standard?

Contract Environment

How does this impact my sales team's focus?
Do we need to change our contract language?

Sales & Operations Will our legacy systems create challenges for us?

Information Technology

How are my disclosure requirements impacted?

MD&A Information
What modifications do we need to make to our 
existing bonus structure?

Employee Incentives

How do I communicate the impact of the standard 
to investors?

Investor Relations

Is my tax department (or provider) aware of these 
changes?

Tax Accounting & Methods

What kind of training should I provide to my 
employees?

Training & Communication
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More Than An Accounting Change

27

PLANNING

Initial Planning

• Assist or perform materiality of impact assessments of significant revenue streams
• Identify key implementation issues for each materially impacted revenue 

stream/geography/division/subsidiary
• Evaluate transition options
• Work with management to develop action plans and timetables

Detailed planning and 
implementation oversight 

• Leverage the overall initial assessment and implementation timetables to develop very detailed action 
steps 

• Through a Grant Thornton PMO, oversee and report on implementation progress
• Adjust plans as needed based on frequent consultation with management and pursue completion of the 

plans.

ASSESSMENTS

Assess IT systems, design 
implementation plans, and 
execute on plans

• May involve modification of existing systems, as well as adoption of new systems and reporting interfaces

Assess tax implications 
• Assess tax  provision and return filing implications due to changes to revenue recognition and whether 

corresponding changes in method of accounting are necessary 

Assess compensation and 
benefits implications

• Redesign, train and implement new comp and benefits arrangements

Assess implications for 
sales 

• Assess for sales agents, representatives, and vendors
• Work with legal resources to redesign, train and implement new arrangements

Assess debt covenant 
implications

• Work with management on negotiation of new arrangements, work-arounds and other accommodations
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How Can GT Help?

28

DEVELOP 
NEW 
PROCESSES

Develop new processes

Update or implement 
applicable financial 
reporting systems

• Develop processes and controls 
• Create process and control documentation
• Update or implement applicable financial reporting systems
• Train personnel
• Document new controls with linkage to new COSO Framework

Draft accounting policy 
manuals

Assist with any necessary 
tax filings

• Draft policy manuals, policy disclosures, and interim disclosures about 
implementation status and expected impact

• Prepare any necessary Forms 3115 to request a change in accounting method from 
the IRS

RESOURCE 
SUPPORT

Technical Accounting 
Resource support

Financial Systems 
Experts

Loan Staff Professionals

• For aspects of the project managed internally by company personnel, Grant Thornton 
to provide technical specialists to support  internal teams

• Grant Thornton can provide all levels of accounting and other professionals to assist 
in aspects of implementation that may require resources to supplement company 
personnel 
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Disclaimer

29

This Grant Thornton LLP presentation is not a comprehensive analysis of the subject matters 
covered and may include proposed guidance that is subject to change before it is issued in 
final form. All relevant facts and circumstances, including the pertinent authoritative literature, 
need to be considered to arrive at conclusions that comply with matters addressed in this 
presentation. The views and interpretations expressed in the presentation are those of the 
presenters and the presentation is not intended to provide accounting or other advice or 
guidance with respect to the matters covered.

For additional information on matters covered in this presentation, contact your Grant 
Thornton, LLP adviser.
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Understanding the New Leasing 
Standard

31

1
Requires lessees to put most leases on their balance sheets but recognize expenses 
on their income statements in a manner similar to today's accounting

2 Eliminates today's real estate-specific provisions

3
Requires entities to classify leases to determine how to recognize lease-related 
revenue and expense

4
Entities may be required to develop new processes and controls or adjust existing 
processes and controls to identify and account for leases

5
Allows entities to make policy choice to apply existing lease identification and 
classification conclusions; however asset and liabilities must still be looked on balance 
sheet (part of a package of transition-related expedients)

6 FASB standard is not fully converged with IFRRS 16 issued by International 
Accounting Standards Board (IASB)
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The Timing is Sooner Than You Think

32

• For public companies repository design/build underway by Q3 2017

• For public companies software selection and integration of repository underway Q4 
2017

• Special challenge for public entities: SEC is requiring a comparative reporting period:

o 3 years for income statements

o 2 years for balance sheets
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Highlights for a Lease

33

New Lease 
Standard

Effective 
2019 for 
Public 

Companies

Virtually all 
leases on 
balance 
sheet

Dual P&L 
recognition 

model for US 
GAAP

Enhanced 
Disclosures

Modified 
Retrospective 

Approach

Not 
Converged 
with IFRS

Requires separation of 
lease and non-lease 
components unless 

practical expedient is 
selected
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Contract is or 
contains a lease if it 
conveys the right to 
control the use of 
identified property, 
plan or equipment 

(an identified asset) 
for a period of time in 

exchange for 
consideration

Overview – Steps in Recognition of a 
Lease

34

1
Identify a lease
• An identifies asset
• The right control use of the asset

2
Lease classification
• Finance lease
• Operating lease if not finance lease

3
Recognition & measurement
• Operating lease
• Finance lease

4
Ongoing maintenance
• Reassessment upon modification
• Asset impairment for right-to-use asset

The core definition of the new lease standard
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What Does This Mean for Your 
Organization

• Update to existing financial accounting policies, procedures and systems

• Updates to controls and contracts

• New disclosures and lease management activities

35
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Big Impact Throughout Your 
Organization

36
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New Challenges in Managing Leases

37

Procedural

•Gathering data from decentralized sources
•Lack of common structure in lease documents
• Inadequate systems to do the job and inconsistent lease accounting processes
•Catching all leases before they get into payment system
•Managing lease renegotiations

Analytical

•Classifying leases vs. services
• Identifying lives and discount rates
•Calculating lease vs. other operating expenses
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Complexity Drivers

38

Data gaps

Complexity of 
contracts

Contract 
retention and 

repository

Multiple data 
source

Inconsistent data

Amendments

Embedded 
leases

Data quality

Volume
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Areas Potentially Requiring Changes

• Updated accounting policies and disclosures

• New application of judgment and estimation

• Updates or overhauls to related internal controls

• New systems to capture, process, and maintain lease data

• Adjusted income and other taxes

• Revised debt covenant compliance 

39



© 2017 Grant Thornton LLP  |  All rights reserved  | U.S. member firm of Grant Thornton International Ltd

Silver Linings: Unplanned Benefits

• Better lease decisions

• Stronger leverage for lease negotiations

• Improved systems and lease processes based on best 
practices

• Stronger controls and standardized policies

• Management insight through centralized information

• Better business decisions

• Clearer decisions on leasing vs. services

• Stronger debt covenants

40



© 2017 Grant Thornton LLP  |  All rights reserved  | U.S. member firm of Grant Thornton International Ltd

Questions to Ask

41

• Will I be able to identify all leases at time of 
inception?

• How can I identify and separate lease and non-
lease components? 

• Have our policies for recognizing leases been 
impacted by the new standard?

• Are there considerations for future lease 
negotiations that will impact the classification and 
treatment?

Identification Classification 

• Do I fully understand the new expanded 
disclosure requirements and will they require 
modifications to our existing processes?

• How will our balance sheet, ratios & debt 
covenants be impacted? 

• How do we update my controls to mitigate risk of 
incomplete or inaccurate lease accounting 
calculations?

• Do we manage our lease data through manual 
spreadsheets and multiple databases at multiple 
locations across our organization?  

Recognition Ongoing
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Path Forward

42

Project planning

• Training and education
• Cross organizational 

governance structure
Project management office 
set up

• Timeline creation including 
specific milestones
Internal and external 
stakeholder communication 
plan development

Accounting 
impact 
assessment

• Inventory of lease contracts
• Accounting assessment of 

identified lease contracts
• Disclosure requirements 

assessment
• Quantification of impact

Assessment of changes to 
any financial covenants

Solution 
development

• Selection of manual versus 
system solution

Operationalize and 
sustain

• Post go-live support
Continuing process review and 
improvement plan
Continuous optimization of 
solution
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Disclaimer

This Grant Thornton LLP presentation is not a comprehensive analysis of the subject 
matters covered and may include proposed guidance that is subject to change before it is 
issued in final form. All relevant facts and circumstances, including the pertinent 
authoritative literature, need to be considered to arrive at conclusions that comply with 
matters addressed in this presentation. The views and interpretations expressed in the 
presentation are those of the presenters and the presentation is not intended to provide 
accounting or other advice or guidance with respect to the matters covered.

For additional information on matters covered in this presentation, contact your Grant 
Thornton, LLP adviser.
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Directors’ and C-Level Executives’ View of 
Cybersecurity

 More than 90% of corporate executives say they cannot 
read a cybersecurity report and are not prepared to handle 
a major cybersecurity attack.

 98% of the most vulnerable have little confidence in their 
company’s ability to monitor devices/users on their systems.

 40% said they don’t feel responsible for the repercussions 
of hacking and not personally responsible for cybersecurity 
or for protecting customer data.

 It’s the IT department’s problem.

– Source: Center for Strategic and International Studies survey that 
polled 1,530 non-executive directors and C-level executives from US, 
UK, Germany, Japan, and Nordic countries.



Directors’ and C-Level Executives’ Cybersecurity 
Assessment

 What are the greatest cyber security threats and risks to the 
Company’s highest-value intangible assets, and the most 
sensitive Company and customer information? 

 What is the Company’s volume of cyber security incidents on a 
weekly or monthly basis? 

 What would the worst-case cyber incident cost the Company in 
terms of lost business, system downtime, reputational 
damage?

 What is the Company’s specific cyber security breach 
response and crisis management plan, and how will it respond 
to customers, clients, vendors, the media, regulators, law 
enforcement, and shareholders, traditional and social media, 
NGOs, bloggers?  Have the plans been practiced in mock 
situations?



Directors’ and C-Level Executives Cybersecurity 
Assessment

 What cyber security training does the Company include in its 
compliance program?

 What due diligence does the Company perform with respect to 
its third-party service providers?

 What cyber security due diligence is done as part of any 
acquisition?

 Has the Company performed a cyber security IT audit of the 
Company’s systems, services and products to analyze 
potential vulnerabilities that could be exploited by hackers?

 What infrastructure enhancements have been adopted to show 
affirmative action to protect the Company’s IP, intangible 
assets, sensitive data and customer data and personal 
information?



Common Components of Effective Security Policy 
Programs

 Be aware of Federal and State requirements; tailor privacy 
policies as applicable.

 Designate people responsible for security in the organization.

 Conduct security training for employees.

 Take reasonable steps to ensure vendors/service providers 
protect data.

 Consider minimizing data collection.

 De-identify where possible.

 Conduct a privacy or security risk assessment initially and 
periodically thereafter.

 Consider encryption, particularly for storage and transmission 
of sensitive information such as health data.



Cybersecurity: Disclosure Issues

 Audit Committees should review their cybersecurity disclosures in 
their SEC filings.

 The disclosures should address the specific risks that the issuer 
faces, whether it is unique to the issuer or to its industry. Generic 
disclosures are not sufficient.

 E.g., Equifax 10-K (filed 2-22-17) – “plain vanilla” disclosure, now the 
subject of multiple shareholder class actions:

– We are regularly the target of attempted cyber and other security threats and must 
continuously monitor and develop our information technology networks and infrastructure to 
prevent, detect, address and mitigate the risk of unauthorized access, misuse, computer 
viruses and other events that could have a security impact. Insider or employee cyber and 
security threats are increasingly a concern for all large companies, including ours. Although 
we are not aware of any material breach of our data, properties, networks or systems, if one 
or more of such events occur, this potentially could compromise our networks and the 
information stored there could be accessed, publicly disclosed, lost or stolen. Any such 
access, disclosure or other loss of information could subject us to litigation, regulatory fines, 
penalties or reputational damage, any of which could have a material effect on our cash 
flows, competitive position, financial condition or results of operations.



Audit of the Future
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Reshaping an Audit Practice

• Determine the services that can be offered and the clients that can be served

• Refine risk-based audit methodology

• Foster a culture that promotes innovation – people and technology

• Incorporate new, disruptive technologies

• Partner with universities to develop appropriate programs and identify the ideal 
candidate characteristics

• Revisit recruiting / hiring methods and redefine the skillset needed

• Evaluate internal learning programs and embrace the potential changes

50
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Service Offerings and Skillset of the 
Auditor of the Future

Examples of service offerings 
• Continuous audits 

• Expanded audit reporting concepts (individualized accounts, transactions, security of PII, social media 
impact analysis, etc.)

• Internal process improvement projects through data analytics

Skillset of the auditor of the future:
• Professional skepticism and judgment

• Creative thinker

• Audit foundation including familiarity with audit planning, audit processes, and forensic accounting

• Knowledge of business processes, controls, and inherent risks

• Deeper industry expertise

• Ability to extract, manipulate and analyze data

• General understanding of statistics
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Innovation – Robotic Process 
Automation (RPA)

Summary:

• A machine or software that manages, acts on or processes high-volume, repeatable 
tasks that previously required a human to perform. 

• RPA offers a key and important foundation for other technologies to build on, including 
machine learning and Artificial Intelligence.

Technologies / skills needed to make it work:

• Documented processes and governance

• Strong framework to measure success

• Methodical, step-by-step targeted process automation plan

52
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Innovation – Natural Language 
Processing (NLP)

Summary:

• The advanced ability of a computer or program to understand human speech (speech 
recognition) or written text (unstructured text) and derive intelligence, take action or 
present results normally requiring manual interpretation.

Technologies / skills needed to make it work:

• Optical character recognition (OCR)

• Intelligence character recognition (ICR)

• Solid, documented processes
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Innovation – Artificial Intelligence (AI)

Summary:

• The development of systems and software able to perform tasks that normally require 
human intelligence, such as reconciliation, investigation, validation and repair within 
complex and multi-input processes.

• Augmented intelligence, machine learning, natural language processing and expert 
systems are early, more understandable steps towards comprehensive AI.

• Machine learning focuses on the development of computer programs that can access 
data and use it learn for themselves.

Technologies / skills needed to make it work:

• Labeling focus on data sets

• Secure data and encryption

• Successful machine learning, NLP and RPA investments

• Large scale "training" data and activities
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Innovation – Blockchain

Summary:

• An integration approach (ledger) where financial activities – registered as linked 
"blocks" – are recorded as a chronological "chain". 

• Everyone can see common information, common status and all changes without the 
need for a central authority. 

• No single party can tamper with the records and as such forces transparency, 
consistency and trust across all participants.

Technologies / skills needed to make it work:

• Settling on a particular standard 

• Process consistency
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Innovation – Predictive & Prescriptive 
Analytics

Summary:

• Using data to make reliable, data driven business decisions about current and future 
events. 

• Predictive analytics utilizes modeling focused on specific business problems or 
outcomes to identify patterns and anomalies and provide actionable insight.

• Models improve over time based on feedback from actual results of prediction. 

• Prescriptive analytics enhance predictive models by providing recommendations of 
action.

Technologies / skills needed to make it work:

• Adoption of standard predictive use case model

• Repository of business and customer data necessary to support each use case

• Secure data and encryption

• Access to data science resources and predictive modeling tools – on demand or in-
house
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Disclaimer

This Grant Thornton LLP presentation is not a comprehensive analysis of the subject 
matters covered and may include proposed guidance that is subject to change before it is 
issued in final form. All relevant facts and circumstances, including the pertinent 
authoritative literature, need to be considered to arrive at conclusions that comply with 
matters addressed in this presentation. The views and interpretations expressed in the 
presentation are those of the presenters and the presentation is not intended to provide 
accounting or other advice or guidance with respect to the matters covered.

For additional information on matters covered in this presentation, contact your Grant 
Thornton, LLP adviser.
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Audit Committee Best Practices

 Diversity

 Technical Knowledge

 Industry Education

 Estimates and Judgments

 Overboarding

 Overloading

 Relationships between Management and Auditors

 In-sourcing and Out-sourcing the Internal Audit

 Succession Planning



Enforcement Trends

 New SEC Chairman Jay Clayton sworn in on May 4, 2017.

– Former securities lawyer for twenty years at Sullivan & Cromwell

– Adjunct Professor at the University of Pennsylvania Law School 
(“M&A Through the Business Cycle”)

– Law clerk for the Hon. Marvin Katz
of the U.S. District Court for the E.D. Pa.

– University of Pennsylvania, University of
Cambridge, and University of Pennsylvania
Law School



Enforcement Trends

 New co-directors of the Division of Enforcement named on June 8, 
2017.

– Stephanie Avakian

 Acting Director of the Division of Enforcement since December 2016 and Deputy 
Director since June 2014

 Vice-chair of the securities practice at Wilmer Cutler Pickering Hale & Dorr LLP

 Worked as counsel for SEC Commissioner Paul Carey and in the Division of 
Enforcement’s New York Regional Office as a branch chief 

 College of New Jersey and Temple University School of Law

– Steven Peikin

 Managing partner of Sullivan & Cromwell’s Criminal Defense and Investigations 
Group

 AUSA in the SDNY (Chief of the Securities and Commodities Fraud Task Force) 
from 1996-2004

 Yale University and Harvard Law School



SEC Regulatory Focus

 Key Policy Priorities:

– Facilitating capital formation or stemming the decline of U.S. public 
companies

– Increasing the competitiveness of the capital markets

– Increased staff/emphasis on OCIE/investor advisor exams

 YTD 2017 has seen a significant fall-off in SEC enforcement 
activity.

 This change could be “natural and temporary,” given the 
change in leadership and the lack of market disruptions, but 
the change might be “policy driven.”

Brad Bennett, et al., The 2017 SEC Enforcement Shift: Transition Lull or the New Normal?, Bloomberg BNA, Aug. 18, 2017



SEC Enforcement Priorities

 Enforcement priorities:

– Retail investor fraud

– Investment professional misconduct

– Insider trading/market manipulation (especially in penny stocks)

– Accounting fraud

– Cyber crime

– Created “Retail Strategy Task Force” and “Cyber Unit,” in addition to 
“Financial Fraud Task Force”

– Focus on fraud, not negligence (e.g., books-and-records, failure-to-
supervise)

– “It is a certainty that the SEC will be more reluctant to assess large fines 
in cases where (a) there is no readily identifiable benefit to the 
shareholders; (b) the shareholders have already suffered loss; (c) there is 
no actual victim; or (d) the charges are negligence-based, such as books 
and records violations.”



SEC Enforcement Priorities

 Accounting fraud priorities:

– Improper Accounting

– Overstating Assets

– Improper Revenue Recognition

– Internal Controls

– Emphasis on Individual Liability

– Unclear whether will have same focus on non-GAAP disclosures as 
prior administration



Advocacy Tips for the New SEC

 Self-reporting and voluntary remediation are likely to result 
in credit for cooperation with the current SEC leadership.

 A strong response (including identifying potential victims, 
terminating wrongdoers, and restoring any third-party 
financial losses) should prove beneficial, even if a 
corporation does not uncover the wrongdoing.

 In negligence cases, given the SEC’s increased priority on 
fraudulent activity, the company should develop a strong 
narrative and present it early to the SEC to demonstrate the 
lack of scienter. 



Legal Effect of Critical Audit Matters (“CAMs”)

 On October 23, 2017, the SEC approved standard AS 3101, 
which requires auditors to add a section discussing “critical audit 
matters” to their reports. 

 Key Changes to the Auditor’s Report:

– Standardized ordering and inclusion of section headers, with the opinion 
section appearing first

– Enhanced descriptions of the auditor’s role and responsibilities

– Communication of CAMs

– Disclosure of auditor tenure (i.e., the year in which the auditor began 
serving consecutively as the company’s auditor)

 Definition of a CAM: any matters arising from the audit of the 
financial statements communicated, or required to be 
communicated, to the audit committee and that (i) relate to 
accounts or disclosures that are material to the financial 
statements and (ii) involved especially challenging, subjective, or 
complex auditor judgment.



Legal Effect of Critical Audit Matters (“CAMs”)

 AS 3101 requires the auditor to: (i) identify the CAM, (ii) describe 
the principal considerations that led the auditor to determine the 
matter is a CAM, (iii) describe how the matter was addressed in 
the audit, and (iv) refer to the relevant financial statements and 
disclosures for the CAM.

 Effective Date:

– Changes other than the communication of CAMs:

 Audits of fiscal years ending on or after December 15, 2017

– Communication of CAMs:

 Large accelerated filers – fiscal years ending on or after June 30, 2019

 All other companies – fiscal years ending on or after December 15, 2020

 Auditors predict that reporting on CAMs will increase the cost of 
an audit anywhere from 5 to 15 percent of current fees.



CAMs: Considerations for Audit Committees

 What matters could be considered CAMs?

 How will management and the audit committee interact with 
the auditor as the auditor identifies CAMs and as the auditor 
drafts and finalizes its descriptions of the CAMs?

 Will the current timing of auditor communications with 
management and the audit committee be sufficient for 
discussions related to CAMs?

 Will there be inconsistencies between the auditor’s 
statements on CAMs and management disclosure’s 
regarding the same matters, and how can those 
inconsistencies be resolved? 



ATTORNEY ADVERTISEMENT. The contents of this document, current at the 
date of publication, are for reference purposes only and do not constitute legal 
advice. Where previous cases are included, prior results do not guarantee a 
similar outcome. Images of people may not be Foley personnel.
© 2017 Foley & Lardner LLP 

Thank you!
Contact:

Ellen Richstone: richstone@comcast.net

James Simms: JSimms@vicr.com

Janet Malzone: Janet.Malzone@us.gt.com

Mark Plichta: MPlichta@foley.com

Beth Boland: BBoland@foley.com
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2. Revenue Recognition Update
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4. Cybersecurity

5. Audit Committee Best Practices 
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• Technical knowledge 
• Industry education and Board education  
• Estimates and judgments 
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