
Top Takeaways 

Audit Committee Hot Topics 

1. Be aware of the prominence given to non-GAAP financial information.  

In May 2016, the SEC updated guidance in its Compliance and Disclosure Interpretations (”C&DIs”) to provide clarification 
with respect to the use of non-GAAP financial information.  The detailed guidance focused on the prominence of the 
disclosure of non-GAAP information.  Non-GAAP information must be correctly labeled and should not be more prominent 
than GAAP financial information, including that the non-GAAP information should not appear first in either headlines or the 
Management Discussion and Analysis.  

2. The SEC remains interested in the use of Non-GAAP measures. 

The use of non-GAAP is actually increasing, not decreasing, and the SEC remains interested in the reporting of non-GAAP 
measures.  96% of S&P500 companies used a non-GAAP metric during Q4 ’16.  Since May 2016, the SEC Division of 
Corporate Finance has issued 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 guidance.  While it is rare to see a 
pure “non-GAAP” enforcement action, the SEC has brought at least two actions.  In the first matter, a CFO and chief 
accountant of a REIT manipulated the calculation of adjusted funds from operation (non-GAAP) by using a fake “plug” 
number.  The chief accountant pleaded guilty to one count of conspiracy to commit securities fraud and other offenses; the 
CFO pleaded not guilty, and a trial is pending.  The SEC recently settled an enforcement action for $1.5 million against MDC 
Partners, a marketing company that used the term “organic revenue growth” without providing a clear reconciliation to GAAP.    

3. As a best practice, public companies should document their policies with respect to non-GAAP financial information.  

The Audit Committee must be involved in the discussion regarding the presentation of non-GAAP financial information.  Audit 
Committee members should review and discuss adjustments and whether such adjustments are defensible. There should be 
a policy regarding the procedure, calculation and review process for non-GAAP financial information.  Furthermore, the Audit 
Committee should spend time discussing whether the non-GAAP financial information gives added value to investors.  
Management and the Audit Committee should also spend time understanding these financials and ensuring that they are not 
given more prominence or weight than GAAP financial information.  The Audit Committee should be vigilant and strict with 
respect to the prominence of non-GAAP financial information.  By the Form 10-K filing season, companies should be 
compliant with SEC guidance.  

4. By now, all public entities should be prepared to transition to the new Revenue Recognition Rule. 

The new Revenue Recognition Rule, ASC 606, becomes effective for public entities for annual reporting periods after 
December 15, 2017.  The Rule provides two transition options which will cover fiscal years 2016, 2017, 2018.  Public filers 
should, by now, have completed nearly all the work necessary to implement the new standard. 

5. All public companies should be prepared to transition to the new lease accounting standard. 

FASB ASC 842 will require lessees to put almost all leases on their balance sheets.  Lessees will continue to recognize 
expenses on their income statements in a manner similar to today’s accounting.  The new standard eliminates today’s real-
estate-specific provisions.  The deadline to implement the new standard is rapidly approaching.  The standard becomes 
effective for public filers on January 1, 2019.  Private companies will be required to follow the new standard by January 1, 
2020. 



6. Adopting the new lease accounting standard will require that companies have the proper controls to assemble the 
framework for applying the new standard. 

As a first step in the transition to the new standard, entities might need to develop new processes and controls or adjust 
existing processes and controls to identify and account for all leases.  This might require new systems to capture, process, 
and maintain lease data.  Once a company has identified all the potentially affected contracts or arrangements, it can begin 
the process of classifying leases vs. service agreements and quantifying the effect of the new standard. 

7. Cybersecurity is an important issue that should not belong to the Audit Committee alone. 

More than 90% of corporate executives say that they cannot read a cybersecurity report and are not prepared to handle a 
major cybersecurity attack.  40% of executives in a recent survey said that they do not feel responsible for the repercussions 
of hacking and that they do not feel personally responsible for cybersecurity or for protecting customer data.  Our panelists 
and many members of the audience agreed that it is important, as a first step to addressing this issue, to assign responsibility 
for cybersecurity within the organization.  They also agreed that cybersecurity risks deserve attention (at an appropriate level 
of detail) by the full board, not just the Audit Committee.  Ideally a board should have an expert in cybersecurity issues or 
should designate two or more of its members to focus on this issue.  Depending on the industry, a board might decide to deal 
with these issues as part of its risk committee or in an ad hoc committee that reports to the full board. 

8. Public filers need to look closely at their cybersecurity disclosures and revise them, if appropriate. 

Each Audit Committee should review cybersecurity disclosures in its issuer’s SEC filings to ensure that those disclosures 
address the specific risks that the issuer faces, whether it is unique to the issuer or to its industry.  Generic disclosures are not 
sufficient.  Issuers who are subject to specific or heightened risks but who render “plain vanilla” disclosures may be the subject 
of multiple shareholder class actions after a cybersecurity breach.

9. As a best practice, the Audit Committee should recognize the importance of education. 

There are various forms of education for members of the Audit Committee.  These forms include technical education, industry 
education and governance education.  Members of the Audit Committee should seek opportunities to enhance their education 
to better serve their company.  Audit Committee members should seek out industry experts and leaders to discuss new 
developments in the market.  Additionally, auditors, law firms and other service providers are more than willing to provide 
educational materials and training. 

10. New leadership at the SEC might result in a change in enforcement priorities. 

The new SEC Chairman, Jay Clayton, was sworn in on May 4, 2017.  He and his two co-directors of the Enforcement Division 
have backgrounds in private practice at large law firms, and have indicated they will be pursuing larger, more complex 
enforcement actions rather than minor, more technical violations such as “books and records” violations.  Mr. Clayton has 
announced that the SEC will prioritize policies that facilitate capital formation and help to stem the decrease in the number of  
U.S. public companies, increase the competitiveness of the capital markets, and pursue issues that affect retail investors.  
YTD 2017 has seen a significant fall-off in SEC enforcement activity; while this could be “natural and temporary” given the 
change in leadership and the lack of market disruptions, another possibility is that the change might be “policy driven.” 
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