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Reporting 

SEC Senior Staff Joint Statement Includes Observations and 
Reminders for Audit Committees on Oversight of Financial Reporting 

SUMMARY 

On December 30, 2019, SEC Chairman Jay Clayton, Sagar Teotia, Chief Accountant, and William Hinman, 

Director of the Division of Corporation Finance, issued a joint statement providing observations and 

reminders on a number of key areas of focus for audit committees as they approach the calendar year-end 

financial reporting season.1 The statement includes a number of general observations about the audit 

committee’s role in the oversight of financial reporting, followed by specific discussion on the audit 

committee’s role in oversight of the use of non-GAAP financial measures, risks related to LIBOR reform 

and the implementation of critical audit matters. The statement stresses the significant oversight 

responsibility expected of independent audit committees. 

GENERAL OBSERVATIONS 

 “Tone at the Top.”  Audit committees should set the tone for an issuer’s financial reporting and 
the relationship with the independent auditor, including by actively communicating with the 
independent auditor to understand the audit strategy and status and to understand issues 
presented by the auditor and their ultimate resolution.  

 Auditor Independence.  Audit committees have an integral role in supporting the issuer and the 
auditor in the auditor’s compliance with the auditor independence rules.  Among other items, audit 
committees should consider corporate changes or other events that might affect auditor 
independence and timely communicate these events and changes to the auditor. 

 Generally Accepted Accounting Principles.  The statement encourages audit committees to 
promote an environment for management’s successful implementation of new accounting 
standards, particularly in light of recently implemented standards, such as the new revenue and 
leases standards.  Audit committees should regularly engage with management and understand 
the processes established by management to adopt and implement the new standards. 

http://www.sullcrom.com/


 

 

-2- 
Audit Committee Oversight of Financial Reporting 
January 7, 2020 

 ICFR.  Audit committees are responsible for overseeing internal control over financial reporting 
(ICFR), including in connection with their consideration of management’s assessment of ICFR 
effectiveness and, when applicable, the auditor’s attestation.  If material weaknesses exist, audit 
committees must understand and monitor management’s remediation plans and set an appropriate 
tone that prompt, effective remediation is a high priority. 

 Communications to the Audit Committee from the Auditor.  The statement reminds audit 
committees that under PCAOB AS 1301, Communications with Audit Committees, the auditor is 
required to communicate with the audit committee regarding certain matters related to the conduct 
of the audit and to obtain certain information from the audit committee relevant to the audit, 
including, among other items, matters related to certain accounting policies and practices, 
estimates and significant unusual transactions.  Audit committees are encouraged to incorporate 
this dialogue in carrying out their responsibilities. 

SPECIFIC TOPICS 

 Non-GAAP Financial Measures.  The statement reminds audit committees to be actively engaged 
in the review and presentation of the issuer’s non-GAAP financial measures.  The statement 
specifically notes that this obligation includes an understanding of how and why management is 
using particular non-GAAP financial measures.  The audit committee should also ensure that non-
GAAP measures are presented fairly and in compliance with all applicable rules and that they are 
consistently prepared and presented from period to period. The statement encourages audit 
committees to be involved in the company’s disclosure controls and procedures relating to 
non-GAAP financial measures. 

 LIBOR Reform.  The statement encourages audit committees to assist management in identifying 
and addressing risks associated with LIBOR discontinuation, including specifically the impact on 
accounting and financial reporting and any related issues associated with financial products and 
contracts that reference LIBOR.2 

 Critical Audit Matters.  The statement encourages audit committees to continue ongoing efforts 
to understand the new standard for critical audit matters and to remain engaged with auditors during 
the implementation process.3  

IMPLICATIONS 

In light of prior and continued focus on the three specific topics described above, audit committees that 

have not already spent significant time on these matters may wish to consider including them on the agenda 

for their review of the year-end financial statements.  More generally, audit committees should take the 

statement’s general observations into account as they identify areas of focus and evaluate their processes 

and procedures for financial reporting oversight.  Finally, management should also keep the statement’s 

guidance in mind as management fulfills its role in providing audit committees with the resources and 

support they need in connection with their oversight responsibilities.  

* * * 
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1  For the full text of the statement, please see, “Statement on Role of Audit Committees in Financial 
Reporting and Key Reminders Regarding Oversight Responsibilities,” dated December 30, 2019, 
available at https://www.sec.gov/news/public-statement/statement-role-audit-committees-
financial-reporting. 

2  For a detailed discussion of risks to consider associated with the expected discontinuation of 
LIBOR, please see our Memorandum to Clients, “Key Considerations for Fiscal Year 2019 Form 
10-K and 20-F Filings” (Jan. 7, 2020) available at https://www.sullcrom.com/files/upload/SC-
Publication-Key-Considerations-for-Fiscal-Year-2019-Form-10-K-and-20-F-Filings.pdf. 

3  For a detailed discussion of items to consider with respect to the implementation of the critical audit 
matters requirement, please see our Memorandum to Clients, “Key Considerations for Fiscal Year 
2019 Form 10-K and 20-F Filings” (Jan. 7, 2020) available at 

https://www.sullcrom.com/files/upload/SC-Publication-Key-Considerations-for-Fiscal-Year-2019-
Form-10-K-and-20-F-Filings.pdf. 

ENDNOTES 
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more than 875 lawyers on four continents, with four offices in the United States, including its headquarters 

in New York, four offices in Europe, two in Australia and three in Asia. 

CONTACTING SULLIVAN & CROMWELL LLP 

This publication is provided by Sullivan & Cromwell LLP as a service to clients and colleagues. The 

information contained in this publication should not be construed as legal advice. Questions regarding the 

matters discussed in this publication may be directed to any of our lawyers listed below, or to any other 
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