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�$�ćXLG�DQG�DFTXLVLWLYH�EXVLQHVV�HQYL-
URQPHQW��FRXSOHG�ZLWK�SUROLIHUDWLRQ�LQ�
WKH�SULYDWH�HTXLW\�DQG�IXQG�LQGXVWULHV��
KDV�PDGH�LW�LQFUHDVLQJO\�GLIĆFXOW�IRU�
ĆUPV�WR�FRPSO\�ZLWK�FHUWDLQ�DVSHFWV�RI�
WKH�6(&�LQGHSHQGHQFH�UXOHV��,QFOXVLRQ�
RI�DOO�HQWLWLHV�XQGHU�FRPPRQ�FRQWURO�
ZLWK�WKH�DXGLW�FOLHQW�LQ�WKH�GHĆQLWLRQ�
RI�êDIĆOLDWH�RI�WKH�DXGLW�FOLHQWë�KDV�
SURYHQ�WR�EH�SDUWLFXODUO\�FKDOOHQJ-
LQJ�WR�DXGLWRUV�DQG�DXGLW�FRPPLWWHHV�
VWUXJJOLQJ�WR�PRQLWRU�FRPSOLDQFH�ZLWK�
WKH�LQGHSHQGHQFH�UXOHV��$V�D�UHVXOW��
LWèV�QRW�XQFRPPRQ�IRU�FRPSDQLHV�WR�
KDYH�H[WUHPHO\�OLPLWHG�FKRLFHV�ZKHQ�

VHOHFWLQJ�RU�FKDQJLQJ�DXGLWRUV�GXH�
WR�ĆUPVè�LQDELOLW\�WR�PHHW�WKH�FXU-
UHQW�LQGHSHQGHQFH�FULWHULD��5HTXLUH-
PHQWV��RQFH�YLRODWHG��FDQ�KDYH�VHULRXV�
DQG�FRVWO\�FRQVHTXHQFHV��'HOD\HG�
FRUSRUDWH�WUDQVDFWLRQV��VXGGHQ�ZRUN�
VWRSSDJHV��DXGLWRU�FKDQJHV�DQG�RWKHU�
GLVUXSWLRQV�WR�EXVLQHVVHV�LPSDFW�QRW�
RQO\�DXGLW�ĆUPV�DQG�WKHLU�FOLHQWV��EXW�
DOVR�FRUSRUDWH�VKDUHKROGHUV�DQG�RWKHU�
VWDNHKROGHUV��

5HFRJQL]LQJ�WKLV��RQ�'HFHPEHU�����
������WKHb6(&�LVVXHG�Release No. 33-
10738; 34-87864; FR-86; IA-5422; 

IC-33737; File No. S7-26-19, Amend-
PHQWV�WR�5XOH�������4XDOLĆFDWLRQV�RI�
$FFRXQWDQWV��WKH�5HOHDVH���7KH�6(&�
VWDWHG�WKDW��“the primary reason for, and 
objective of, the proposed amendments 
is to update certain provisions within the 
Commission’s auditor independence rules 
to more effectively focus the analysis 
on those relationships or services that 
are more likely to pose threats to an 
auditor’s objectivity and impartiality”.�,Q�
VXPPDU\��WKH�FKDQJHV�ZRXOG�DPHQG�
NH\�WHUPV��DIĆOLDWH�RI�WKH�DXGLW�FOLHQW��
investment company complex��DQG�audit 
and professional engagement period��DGG�
DV�H[HPSWLRQV�WR�WKH�ORDQ�UXOH�FHUWDLQ�
VWXGHQW�DQG�GH�PLQLPLV�FRQVXPHU�
ORDQV��FODULI\�DQG�QDUURZ�DSSOLFDWLRQ�
RI�WKH�UXOH�IRU�EXVLQHVV�UHODWLRQVKLSV��
DQG�LQWURGXFH�D�WUDQVLWLRQ�IUDPHZRUN�
IRU�DGGUHVVLQJ�EXVLQHVV�DQG�VHUYLFH�
UHODWLRQVKLSV�WKDW�EHFRPH�SURKLELWHG�
DV�D�UHVXOW�RI�FRUSRUDWH�PHUJHUV�DQG�
DFTXLVLWLRQV��

A lot has changed in the twenty or so years since the US 

Securities and Exchange Commission (SEC) adopted a 

comprehensive framework of rules governing auditor 

independence in Rule 2-01, 4XDOLࢽFDWLRQV�RI�$FFRXQ-
tants, under Regulation S-X (SEC independence rules). 

L6WRFN�OXFDGS��

SEC Seeks to  
Modernize and Update  

Independence Rules

https://www.sec.gov/rules/proposed/2019/33-10738.pdf
https://www.sec.gov/rules/proposed/2019/33-10738.pdf
https://www.sec.gov/rules/proposed/2019/33-10738.pdf
https://www.sec.gov/rules/proposed/2019/33-10738.pdf
https://www.sec.gov/rules/proposed/2019/33-10738.pdf
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7KLV�DUWLFOH�GLVFXVVHV�HDFK�RI�WKH�6(&èV�
SURSRVHG�FKDQJHV�WR�WKH�LQGHSHQ-
GHQFH�UXOHV��LWV�UDWLRQDOH�IRU�HDFK�
FKDQJH�DQG�WKH�DXWKRUèV�REVHUYDWLRQV���

$IĆOLDWH�RI�WKH�$XGLW�&OLHQW

.H\�GHĆQLWLRQV�GHWHUPLQH�WKH�VFRSH�
DQG�UHDFK�RI�WKH�6(&�LQGHSHQGHQFH�
UXOHV��DQ�DXGLWRU�PXVW�EH�LQGHSHQGHQW�
RI�QRW�RQO\�LWV�DXGLW�FOLHQW��WKH�HQWLW\�
ZKRVH�ĆQDQFLDO�VWDWHPHQWV�RU�RWKHU�
LQIRUPDWLRQ�LV�EHLQJ�DXGLWHG��UHYLHZHG��
RU�DWWHVWHG�WR���EXW�DOVR�DQ\�DIĆOLDWH�RI�
WKH�DXGLW�FOLHQW��DIĆOLDWH���D�FUXFLDO�GHĆ-
QLWLRQ�WKDW�WKH�SURSRVDO�ZRXOG�DPHQG�
LQ�VHYHUDO�ZD\V��3URSRVHG�FKDQJHV�DOVR�
LPSDFW�WKH�WHUP��Investment Company 
Complex �,&&���DQ�LPSRUWDQW�HOHPHQW�RI�
WKH�DIĆOLDWH�GHĆQLWLRQ�WKDW�KDV�FUHDWHG�
VLJQLĆFDQW�FRPSOLDQFH�FKDOOHQJHV�IRU�
DXGLWRUV�RI�FRPSDQLHV�LQ�WKH�IXQG�DQG�
SULYDWH�HTXLW\�LQGXVWULHV��

Clarify the rule’s application.�7KH�UXOH�
ZRXOG�FODULI\�WKDW�WKH�DXGLWRU�RI�DQ�LQ-
YHVWPHQW�FRPSDQ\��LQYHVWPHQW�DGYLVHU�
RU�VSRQVRU�VKRXOG�ORRN�VROHO\�WR�WKH�
UHYLVHG�,&&�GHĆQLWLRQ�LQ�5XOH������I�
�����WR�LGHQWLI\�DIĆOLDWHV�ZKLOH�WKH�
DXGLWRU�RI�D�SRUWIROLR�FRPSDQ\�VKRXOG�
ORRN�WR�5XOH������I�����L���ZKLFK�DSSOLHV�
WR�RSHUDWLQJ�FRPSDQLHV��,I�D�VWUXFWXUH�
LQFOXGHV�ERWK�SRUWIROLR�DQG�LQYHVWPHQW�
FRPSDQLHV��DGYLVHUV�RU�VSRQVRUV��WKH�
DXGLWRU�VKRXOG�DQDO\]H�LQGHSHQGHQFH�
XQGHU�HDFK�RI�WKHVH�UHVSHFWLYH�UXOHV�
 
Sister Entities.�)RU�DOO�W\SHV�RI�HQWLWLHV�
XQGHU�FRPPRQ�FRQWURO�ZLWK�WKH�DXGLW�
FOLHQW��VLVWHU�HQWLW\���WKH�SURSRVDO�DGGV�
D�PDWHULDOLW\�TXDOLĆHU�VR�WKDW�D�VLVWHU�
HQWLW\�ZRXOG�RQO\�EH�DQ�DIĆOLDWH�LI�LWèV�
PDWHULDO�WR�WKH�HQWLW\�WKDW�FRQWUROV�LW��

 
6LGHEDU�� 
BEST EFFORTS  
(AICPA CODE) 

$bPHPEHUbPXVW�H[SHQGbEHVWbHI-
IRUWVbWR�REWDLQ�WKH�LQIRUPDWLRQ�
QHFHVVDU\�WR�LGHQWLI\�WKHbDI-
௕OLDWHVbRI�Db௕QDQFLDO�VWDWHPHQW�
DWWHVW�FOLHQW��,I��DIWHU�H[SHQG-
LQJbEHVWbH௔RUWV��DbPHPEHUbLV�
XQDEOH�WR�REWDLQ�WKH�LQIRUPD-
WLRQ�WR�GHWHUPLQH�ZKLFK�HQWLWLHV�
DUHbDௗOLDWHVbRI�Db௕QDQFLDO�VWDWH-
PHQW�DWWHVW�FOLHQW�bWKUHDWVbZRXOG�
EH�DW�DQbDFFHSWDEOH�OHYHObDQGbLQ-
GHSHQGHQFHbZRXOG�QRW�EHbLP

SDLUHGbLI�WKHbPHPEHUb�D��GLV-
FXVVHV�WKH�PDWWHU��LQFOXGLQJ�WKH�
SRWHQWLDO�LPSDFW�RQbLQGHSHQ-
GHQFH��ZLWKbWKRVH�FKDUJHG�ZLWK�
JRYHUQDQFH���E��GRFXPHQWV�WKH�
UHVXOWV�RI�WKDW�GLVFXVVLRQ�DQG�
WKHbH௔RUWVbWDNHQ�WR�REWDLQ�WKH�
LQIRUPDWLRQ��DQG��F��REWDLQV�
ZULWWHQ�DVVXUDQFH�IURP�WKHb௕-
QDQFLDO�VWDWHPHQW�DWWHVW�FOL-
HQWbWKDW�LW�LV�XQDEOH�WR�SURYLGH�
WKHbPHPEHUbZLWK�WKH�LQIRUPD-
WLRQ�QHFHVVDU\�WR�LGHQWLI\�WKHbDI-
௕OLDWHVbRI�WKHb௕QDQFLDO�VWDWHPHQW�
attest client.
6RXUFH����������������&OLHQW�$ऀOLDWHV

7KLV�FKDQJH�ZRXOG�DSSO\�WR�ERWK�WKH�
DIĆOLDWH�DQG�,&&�GHĆQLWLRQV��DV�WKH�6(&�
6WDII�KDV�REVHUYHG�WKDW�DQ�DXGLWRUèV�
VHUYLFHV�RU�UHODWLRQVKLSV�ZLWK�DQ�LP-
PDWHULDO�VLVWHU�HQWLW\�W\SLFDOO\�ZRXOG�
QRW�FDXVH�D�WKUHDW�WR�WKH�DXGLWRUèV�
REMHFWLYLW\���&XUUHQWO\��DOO�VLVWHU�HQWLWLHV�
RI�DQ�DXGLW�FOLHQW�DUH�FRQVLGHUHG�DIĆOL-
DWHV��6R��ZKLOH�DXGLWRUV�ZRXOG�QHHG�WR�
DVVHVV�PDWHULDOLW\�RI�HDFK�VLVWHU�HQWLW\�
WR�LWV�FRQWUROOLQJ�HQWLW\��WKH�DPHQG-
PHQW�VKRXOG�UHGXFH�WKH�QXPEHU�RI�
VLVWHU�HQWLWLHV�WKDW�WKH�DXGLWRU�QHHGV�WR�
PRQLWRU�IRU�LQGHSHQGHQFH�SXUSRVHV��

Investment Company Complex.�7KH�
WHUP�êLQYHVWPHQW�FRPSDQ\ë�ZRXOG�
EH�H[SDQGHG�WR�LQFOXGH�XQUHJLVWHUHG�
�SULYDWH��IXQGV�DQG�RWKHU�LQYHVWPHQW�
FRPSDQLHV�H[FOXGHG�E\�6HFWLRQ���F��RI�
WKH�,QYHVWPHQW�&RPSDQ\�$FW�RI�������
,Q�DGGLWLRQ��WKH�6(&�SURSRVHG�WKDW�WKH�
DQDO\VLV�VWDUW�DW�WKH�DIĆOLDWHèV�UHODWLRQ-

VKLS�ZLWK�WKH�HQWLW\�XQGHU�DXGLW�DV�
RSSRVHG�WR�WKH�êDXGLW�FOLHQW�ë�ZKLFK�FDQ�
DGG�QXPHURXV�DIĆOLDWHG�HQWLWLHV�WR�WKH�
,&&��7RGD\��LQ�DQ�,&&��DQ�DXGLWRU�PXVW�
EH�LQGHSHQGHQW�RI�QRW�MXVW�WKH�LQYHVW-
PHQW�FRPSDQLHV��H�J���PXWXDO�IXQGV��
WKDW�VKDUH�DQ�LQYHVWPHQW�DGYLVHU�RU�
VSRQVRU�ZLWK�LWV�IXQG�DXGLW�FOLHQW��EXW�
DOVR�DQ\�other�IXQGV�WKDW�DUH�DGYLVHG�
E\�D�VLVWHU�LQYHVWPHQW�DGYLVHU�RU�KDYH�
D�VLVWHU�VSRQVRU��+RZHYHU��WKH�6(&�
6WDII�KDYH�REVHUYHG�WKDW�LQGHSHQGHQFH�
FRQFHUQV�PDLQO\�DULVH�ZKHQ�WKH�DIĆOLDWH�
UHODWLRQVKLS�LV�ZLWK�WKH�DXGLW�FOLHQW�
LWVHOI�DQG�WKHUHIRUH�ZRXOG�QDUURZ�WKH�
IRFXV�RI�WKH�GHĆQLWLRQ�WR�WKH�HQWLW\�
XQGHU�DXGLW��

Observations: A helpful addition to the 
UHYLVHG�GHĆQLWLRQV�ZRXOG�EH�WR�UHTXLUH�WKH�
auditor to use “best efforts” to obtain the 
LQIRUPDWLRQ�QHHGHG�WR�LGHQWLI\�DIĆOLDWHV�
of the audit client, as in an interpretation, 
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&OLHQW�$IĆOLDWHV��RI�WKH�$,&3$èV�&RGH�RI�
3URIHVVLRQDO�&RQGXFW��6HH�6LGHEDU���RQ�
SDJH������$�TXHVWLRQ�LQ�WKH�5HOHDVH�DVNV�
whether auditors and their clients would 
face challenges in applying the mate-
riality concept when assessing private 
SRUWIROLR�FRPSDQLHV��,I�D�ĆUP�KDV�QR�
relationship with the parent and/or the 
sister entity, the audit client’s commonly 
controlled, but otherwise unrelated, sister 
entity and the parent may be unwilling 
WR�SURYLGH�ĆQDQFLDO�LQIRUPDWLRQ�WR�WKH�
DXGLWRU��3XEOLF�LQIRUPDWLRQ�PD\�EH�QLO�
or extremely limited. A “best efforts” 
approach would allow the auditor to 
discuss the matter with the client’s audit 
committee, document the discussion and 
measures taken to obtain the information 
and obtain written assurance from the 
audit client that it is unable to provide 
the necessary information to the auditor. 
7KH�6(&�LQFOXGHG�D�VLPLODU�FRQFHSW�LQ�
the recently revised loan provision, that 

W\SLFDOO\�LQFOXGH���å���\HDUV�RI�DXGLWHG�
ĆQDQFLDO�VWDWHPHQWV�LQ�WKH�ĆOLQJ�DQG�
FDQ�FUHDWH�FKDOOHQJHV�IRU�WKH�DXGLWRU�
WKDW�KDV�SUHYLRXVO\�RQO\�EHHQ�VXEMHFW�
WR�$,&3$�RU�RWKHU�LQGHSHQGHQFH�UXOHV�
IRU�SULYDWH��QRQ�OLVWHG�HQWLWLHV��ZKLFK�
PD\�EH�OHVV�VWULQJHQW�DQG�SUHVFULS-

 

 

6LGHEDU��

“KNOWN BY 
REASONABLE 
INQUIRY” 
(Auditor Independence 
With Respect to Cer-
tain Loans or Debtor-
Creditor Relationships)

֥:H�EHOLHYH�DXGLWRUV�DQG�
WKHLU�DXGLW�FOLHQWV�FRXOG�
FRQGXFW�WKH�UHDVRQDEOH�LQ-
TXLU\�DQDO\VLV�E\�ORRNLQJ�WR�
WKH�DXGLW�FOLHQW֢V�JRYHUQDQFH�
VWUXFWXUH�DQG�JRYHUQLQJ�
GRFXPHQWV��&RPPLVVLRQ�௕O-
LQJV�DERXW�EHQH௕FLDO�RZQ-
HUV��RU�RWKHU�LQIRUPDWLRQ�
SUHSDUHG�E\�WKH�DXGLW�FOLHQW�
ZKLFK�PD\�UHODWH�WR�WKH�
LGHQWL௕FDWLRQ�RI�D�EHQH௕FLDO�
RZQHU֦��$QG��֥WKDW�ZRXOG�
EH�D�SUDFWLFDO�DSSURDFK�WKDW�
ZRXOG�QRW�LPSRVH�DQ�XQGXH�
EXUGHQ�LQ�LGHQWLI\LQJ�DQG�
HYDOXDWLQJ�EHQH௕FLDO�RZQHUV�
RI�WKH�DXGLW�FOLHQW֢V�HTXLW\�
VHFXULWLHV֦�
6RXUFH��KWWSV���ZZZ�VHF�JRY�
UXOHV�ࣾQDO���������������SGI

to the revisions being proposed. 

7KH�5HOHDVH�VWDWHV�WKDW�DOWKRXJK�WKH�6(&�
SURSRVHG�WKH�GHĆQLWLRQ�EH�QDUURZHG�WR�
exclude immaterial sister entities, the 
êJHQHUDO�VWDQGDUGë�LQ�5XOH������E��ZRXOG�
still apply, meaning that the nature, 
extent, relative importance and other 
aspects of the services or relationships 
between the auditor, the controlling en-
tity, and immaterial sister entities must 
still be considered. Auditors and audit 
committees are well-aware of the general 
standard’s application but will likely 
TXHVWLRQ�WKLV�UHIHUHQFH��EHOLHYLQJ�WKH�
GHĆQLWLRQ�VKRXOG�SURYLGH�D�çVDIH�KDUERUè��
)XUWKHU��PDWHULDOLW\�TXDOLĆHUV�DOUHDG\�
H[LVW�LQ�RWKHU�DVSHFWV�RI�WKH�DIĆOLDWH�
GHĆQLWLRQ��L�H���VLJQLĆFDQW�LQćXHQFH��EXW�
ZLWKRXW�WKLV�VSHFLĆF�FDYHDW��������

$XGLW�DQG�3URIHVVLRQDO� 
(QJDJHPHQW�3HULRG

$QRWKHU�NH\�WHUP��audit and profes-
sional engagement period��GLFWDWHV�ZKHQ�
DQG�IRU�KRZ�ORQJ�DQ�DXGLWRU�LV�UHTXLUHG�
WR�EH�LQGHSHQGHQW�DQG�FRPSULVHV�WZR�
SDUWV���7KH�audit period LV�WKH�SHULRG�
FRYHUHG�E\�DQ\�ĆQDQFLDO�VWDWHPHQWV�
EHLQJ�DXGLWHG�RU�UHYLHZHG��7KH�
professional engagement period�VWDUWV�
ZKHQ�WKH�DXGLWRU�DVVXPHV�VXFK�UROH�
RU�EHJLQV�SHUIRUPLQJ�DWWHVW�VHUYLFHV�
�ZKLFKHYHU�LV�HDUOLHU��DQG�HQGV�ZKHQ�
WKH�DXGLWRU�UHODWLRQVKLS�WHUPLQDWHV�RU�
WKH�ĆQDO�UHSRUW�LV�LVVXHG��ZKLFKHYHU�
FRPHV�ODWHU��

Initial Public Offering (IPO)���7RGD\��DQ�
DXGLWRU�RI�D�GRPHVWLF�FRPSDQ\�ĆOLQJ�
DQ�,QLWLDO�3XEOLF�2IIHULQJ��,32��PXVW�
EH�LQGHSHQGHQW�GXULQJ�WKH�audit and 
professional engagement period��,32V�

LV��WKH�TXDOLĆHU��êNQRZQ�E\�UHDVRQDEOH�
LQTXLU\ë��VHH�6LGHEDU�����$OWHUQDWLYHO\��
DXGLWRUV�ODFNLQJ�WKH�UHTXLVLWH�LQIRUPDWLRQ�
to determine whether a sister entity is 
material to the controlling parent may 
have no choice but to identify all such 
VLVWHU�HQWLWLHV�DV�DIĆOLDWHV��JLYLQJ�QR�HIIHFW�

L6WRFN�&KDD\B7HH



    WINTER  2020   Vol. 5 |  Issue 2 |  ISSN 2151-0857

The material in this publication is provided with the understanding that the author and publisher is not engaged in rendering legal, accounting, or other profession-
al services. If legal advice or other expert assistance is required, the services of a competent professional person should be sought. The author and publisher make 
no representations, warranties, or guarantees as to and assume no responsibility for the content or application of the material contained herein, and expressly 
disclaim all liability for any damages arising out of the use of, reference to, or reliance on such material. You may reprint material in this newsletter as long as it is 
unaltered and credited to the author and AUDIT CONDUCT. If being reproduced electronically, the following link must also be included: www.auditconduct.com.

4auditconduct.com  |  

Audit Conduct News

WLYH�WKDQ�6(&�UXOHV��7KH�FXUUHQW�UXOH�
DOORZV�DQ�H[FHSWLRQ�IRU�DXGLWRUV�RI�
IRUHLJQ�SULYDWH�LVVXHUV��)3,V���ZKLFK�
PXVW�FRPSO\�ZLWK�6(&�LQGHSHQGHQFH�
UXOHV�IRU�WKH�PRVW�UHFHQWO\�FRPSOHWHG�
ĆQDQFLDO�VWDWHPHQW�SHULRG�DQG�WKH�
DXGLWRUèV�DSSOLFDEOH�êKRPH�FRXQWU\ë�
LQGHSHQGHQFH�UXOHV�IRU�DQ\�HDUOLHU�
SHULRGV�LQFOXGHG�LQ�WKH�ĆOLQJ���7KH�6(&�
6WDII�KDV�JHQHUDOO\�IRXQG�WKDW�WKH�HDU-
OLHU�SURKLELWHG�VHUYLFHV�RU�UHODWLRQVKLSV�
ZLWK�D�FOLHQW�H[LVWHG��WKH�OHVV�OLNHO\�WKH�
6WDII�ZRXOG�FRQFOXGH�WKDW�WKH�DXGLWRU�
ODFNHG�LQGHSHQGHQFH���1RWLQJ�WKLV�GLV-
SDULW\�DQG�WKDW�ERWK�W\SHV�RI�HQWLWLHV�
DUH�HQJDJLQJ�LQ�WKH�VDPH�DFWLYLW\��WKH�
UHYLVHG�UXOH�ZRXOG�SHUPLW�DXGLWRUV�RI�
GRPHVWLF�ĆUVW�WLPH�ĆOHUV�WR�DSSO\�WKH�
VDPH�H[HPSWLRQ�WR�WKH�audit or profes-
sional engagement period�GHĆQLWLRQ�DV�
DXGLWRUV�RI�)3,V���

Observation: 6LPLODU�WR�WKH�SURSRVHG�
DPHQGPHQWV�RQ�DIĆOLDWHV�RI�WKH�DXGLW�
FOLHQW��WKH�6(&�QRWHV�LQ�WKLV�VHFWLRQ�WKDW�
“as it relates to relationships and services 
in prior years that would not be included 
in the look back period as a result of the 
proposed amendment, such relationships 
and services should still be considered un-
GHU�WKH�JHQHUDO�VWDQGDUG�RI�5XOH������E�ë��
Auditors and audit committees may 
struggle with the notion that adherence to 
$,&3$�RU�RWKHU�DSSOLFDEOH�LQGHSHQGHQFH�
rules in those prior periods does not sat-

isfy the general standard when the revised 
rule states otherwise and is intended to 
achieve parity between domestic and 
IRUHLJQ�ĆUVW�WLPH�ĆOHUV���

3HUVRQDO�/RDQV

6(&�LQGHSHQGHQFH�UXOHV�SUHFOXGH�
PDQ\�OHQGLQJ�UHODWLRQVKLSV�EHWZHHQ�
D�êFRYHUHG�SHUVRQë�LQ�WKH�ĆUP��RU�WKH�
FRYHUHG�SHUVRQèV�LPPHGLDWH�IDP-
LO\��DQG�DQ�DXGLW�FOLHQW��LQFOXGLQJ�WKH�
FOLHQWèV�DIĆOLDWHV�DQG�RWKHU�DVVRFLDWHG�

SHUVRQV�RU�HQWLWLHV��6(&�UXOHV�SHUPLW�
FHUWDLQ�W\SHV�RI�ORDQV�VXFK�DV�GH�PLQL-
PLV�FUHGLW�FDUG�GHEW�DQG�SUH�H[LVWLQJ�
KRPH�PRUWJDJHV�WLHG�WR�D�SHUVRQèV�
SULPDU\�UHVLGHQFH�ZKHQ�VSHFLĆF�FULWH-
ULD�DUH�PHW��

Student loans.��6LPLODU�WR�WKH�H[FHSWLRQ�
SURYLGHG�IRU�SUH�H[LVWLQJ�PRUWJDJHV��
WKH�SURSRVDO�ZRXOG�DOORZ�VWXGHQW�
ORDQV�UHODWHG�WR�D�FRYHUHG�SHUVRQèV�
HGXFDWLRQDO�H[SHQVHV�LI�WKH�ORDQ�
ZDV�REWDLQHG�EHIRUH�KH�RU�VKH�ZDV�D�
FRYHUHG�SHUVRQ��7KH�H[HPSWLRQ�ZRXOG�
QRW�DSSO\�WR�WKH�FRYHUHG�SHUVRQèV�
LPPHGLDWH�IDPLO\�GXH�WR�FRQFHUQV�WKDW�
PXOWLSOH�VWXGHQW�ORDQV�PD\�EH�PDWHULDO�
WR�WKH�FRYHUHG�SHUVRQ�DQG�LPSDFW�
LQGHSHQGHQFH��

Clarify exemption for certain mortgage 
loans.�7KH�5HOHDVH�FODULĆHV�WKDW�D�FRY-

L6WRFN�SKRQJSKDQ����

 
Similar to the exception provided for  
pre-existing mortgages, the proposal would allow 
student loans related to a covered person’s  
educational expenses if the loan was obtained 
before he or she was a covered person.
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HUHG�SHUVRQ�PD\�KDYH�PRUH�WKDQ�RQH�
SUH�H[LVWLQJ�mortgage loan RXWVWDQGLQJ�
RQ�D�SULPDU\�UHVLGHQFH�DQG�VWLOO�EH�LQ-
GHSHQGHQW��8QFOHDU�IURP�WKH�VLQJXODU�
XVH�RI�WKH�ZRUG��PRUWJDJH�ORDQ��LQ�WKH�
FXUUHQW�UXOH��WKH�5HOHDVH�FODULĆHV�WKDW�
WKHVH�PD\�LQFOXGH�VHFRQG�PRUWJDJHV��
KRPH�LPSURYHPHQW�ORDQV�DQG�HTXLW\�
OLQHV�RI�FUHGLW�VHFXUHG�E\�WKH�FRYHUHG�
SHUVRQèV�SULPDU\�UHVLGHQFH��7KH�
SURSRVDO�ZRXOG�XVH�WKH�WHUP�mortgage 
loans��SOXUDO��WR�PDNH�WKDW�FOHDUHU��

Broaden the exemption for credit card 
borrowings. &XUUHQWO\��D�FRYHUHG�SHU-
VRQ�PD\�KDYH�FUHGLW�FDUG�GHEW�ZLWK�DQ�
DXGLW�FOLHQW�WKDW�LV�UHGXFHG�WR����.�RU�
OHVV�RQ�D�FXUUHQW�EDVLV���7KH�SURSRVDO�
ZRXOG�EURDGHQ�WKH�UXOH�WR�DOORZ�RWKHU�
W\SHV�RI�FRQVXPHU�GHEW�VXFK�DV�UHWDLO�
LQVWDOOPHQW�ORDQV��FHOO�SKRQH�LQVWDOO-
PHQW�SODQV�DQG�VLPLODU�ĆQDQFH�DUUDQJH-
PHQWV��7KH�6(&�H[SHFWV�WKDW�WKHVH�
ORDQV�ZRXOG�W\SLFDOO\�KDYH�D�SD\PHQW�
GXH�GDWH�WKDWèV�FRQVLVWHQW�ZLWK�FUHGLW�
FDUG�GHEW��WKDW�LV��PRQWKO\��

%XVLQHVV�5HODWLRQVKLSV�

7KH�6(&èV�EXVLQHVV�UHODWLRQVKLSV�UXOH�
SURKLELWV�DQ\�GLUHFW�RU�PDWHULDO��LQGL-
UHFW�EXVLQHVV�UHODWLRQVKLS�ZLWK�DQ�DXGLW�
FOLHQW��LQFOXGLQJ�DOO�DIĆOLDWHV��$PRQJ�
RWKHU�WKLQJV��WKH�SURKLELWLRQV�H[WHQG�
WR�SHUVRQV�DVVRFLDWHG�ZLWK�WKH�FOLHQW�LQ�
D�GHFLVLRQ�PDNLQJ�FDSDFLW\�VXFK�DV�WKH�
FOLHQWèV�RIĆFHUV��GLUHFWRUV�DQG�VXEVWDQ-
WLDO�VWRFNKROGHUV��

Substantial stockholder. �&LWLQJ�D�ODFN�RI�
GHĆQLWLRQ�RU�FODULW\�DV�WR�ZKDW�FRQVWL-
WXWHV�D�êVXEVWDQWLDO�VWRFNKROGHU�ë�WKH�
SURSRVDO�ZRXOG�UHSODFH�êVXEVWDQWLDO�
VWRFNKROGHUVë�ZLWK�EHQHĆFLDO�RZQHUV�

HQFH�RYHU�WKH�DXGLW�FOLHQW�LWVHOI�LV�WKH�
DSSURSULDWH�IRFDO�SRLQW�ZKHQ�HYDOXDW-
LQJ�LQGHSHQGHQFH��

Observations: 7KH�5HOHDVH�QRWHV�WKDW�
focusing on the entity under audit is 
relevant not only for the proposed revision 
to the business relationships rule, but also 
to the recently amended loan provision. 
+RZHYHU��WKHUHèV�QR�LQGLFDWLRQ�LQ�WKH�5H-
lease that the amendments to either rule 
will clearly state such. Auditors and audit 
FRPPLWWHHV�ZRXOG�OLNHO\�EHQHĆW�LI�WKLV�LV�
clearly stated in the rules themselves or 
alternatively, in published guidance that is 
HDVLO\�DFFHVVLEOH��H�J���)UHTXHQWO\�$VNHG�
Questions document, rather than solely in 
WKH�FRPPHQWDU\�LQ�WKLV�5HOHDVH��

7UDQVLWLRQ�)UDPHZRUN

%DVHG�RQ�WKH�H[DPSOH�LQ�WKH�5HOHDVH��
WKH�IROORZLQJ�LOOXVWUDWHV�D�IDFW�SDWWHUQ�
WKDW�KDV�FUHDWHG�P\ULDG�SUREOHPV�IRU�
DXGLWRUV�DQG�WKHLU�FOLHQWV�XQGHU�WKH�
FXUUHQW�UXOHV�VWUXFWXUH��
• Audit Firm audits Company X. 
• Audit Firm provides nonaudit services 
�H�J���ERRNNHHSLQJ�RU�YDOXDWLRQ�VHUYLFHV��WR�
Company Y, which is not an audit client.  
• &RPSDQ\�;�DFTXLUHV�&RPSDQ\�<��
• Non-audit services provided to Com-

 
The proposal would broaden the rule to allow  
other types of consumer debt such as retail  
installment loans, cell phone installment plans  
DQG�VLPLODUࢽ�QDQFH�DUUDQJHPHQWV��7KH�6(&�H[SHFWV� 
that these loans would typically have a payment  
due date that’s consistent with credit card debt,  
that is, monthly.

�NQRZQ�WKURXJK�UHDVRQDEOH�LQTXLU\��RI�
WKH�DXGLW�FOLHQWèV�HTXLW\�VHFXULWLHV�ZKR�
KDYH�VLJQLĆFDQW�LQćXHQFH�RYHU�WKH�DX-
GLW�FOLHQW��FRQVLVWHQW�ZLWK�WKH�UHFHQWO\�
UHYLVHG�ORDQ�SURYLVLRQ��

Entity under audit focus.�7KH�SUR-
SRVDO�ZRXOG�DOVR�FODULI\�WKDW�WKH�
LQGHSHQGHQFH�DQDO\VLV�VKRXOG�IRFXV�
RQ�ZKHWKHU�WKH�EHQHĆFLDO�RZQHU�KDV�
VLJQLĆFDQW�LQćXHQFH�RYHU�WKH�HQWLW\�
XQGHU�DXGLW��UHPRYLQJ�WKH�FOLHQWèV�DI-
ĆOLDWHV�IURP�WKDW�SDUW�RI�WKH�HTXDWLRQ���
7KH�6(&�KDV�REVHUYHG�LQ�FRQVXOWDWLRQV�
RQ�EXVLQHVV�UHODWLRQVKLSV�WKDW�LQćX-

L6WRFN�1LNDGD
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Cathy Allen� founder of Audit 
Conduct, LLC, develops courses on 
professional ethics, independence, 
and related topics, provides 
specialized training and expert 
services, consults on critical 
independence matters, and 
advises firms on improving their 
TXDOLW\�FRQWUROV�

pany Y are now considered prohibited 
because the Audit Firm provided the 
VHUYLFHV�WR�&RPSDQ\�<��D�QHZ�DIĆOLDWH�
of the audit client) during the audit or 
professional engagement period. 
• &RPSDQ\�;�KDV�YLRODWHG�6(&�LQGHSHQ-
dence rules. 

7R�DGGUHVV�WKLV�SUREOHP��WKH�SURSRVDO�
LQFOXGHV�D�WUDQVLWLRQ�IUDPHZRUN�WKDW�
DSSOLHV�ZKHQ�DXGLWRUV�LQDGYHUWHQWO\�
YLRODWH�LQGHSHQGHQFH�LQ�FRQQHFWLRQ�
ZLWK�D�FOLHQWèV�PHUJHU�RU�DFTXLVLWLRQ��
7KH�SURSRVHG�IUDPHZRUN��PRGHOHG�
DIWHU�5XOH������G���Quality Controls��
ZRXOG�UHTXLUH�WKH�DXGLWRU�WR���
ï� &RPSO\�ZLWK�DSSOLFDEOH�LQGH-
SHQGHQFH�VWDQGDUGV�UHODWHG�WR�WKH�
VHUYLFHV�RU�UHODWLRQVKLSV�WKURXJKRXW�
WKH�SHULRG�LQ�ZKLFK�WKRVH�VWDQGDUGV�
DSSO\�
ï� &RUUHFW�WKH�LQGHSHQGHQFH�YLROD-
WLRQV�DULVLQJ�IURP�WKH�PHUJHU�RU�DFTXL-
VLWLRQ�DV�SURPSWO\�DV�SRVVLEOH��JHQHUDOO\�
expected before the closing date of the 
transaction, but if this cannot be done in 
DQ�RUGHUO\�PDQQHU�ZLWKRXW�VLJQLĆFDQWO\�

disrupting the client, as promptly as pos-
sible, no later than six months after the 
effective date of the transaction);
ï� +DYH�LQ�SODFH�D�TXDOLW\�FRQWURO�
V\VWHP�DV�GHVFULEHG�LQ�5XOH������G�����
SURFHGXUHV�DQG�FRQWUROV�WKDW�
 -� PRQLWRU�WKH�DXGLW�FOLHQWèV�PHUJHU�
DQG�DFTXLVLWLRQ�DFWLYLW\�WR�SURYLGH�
WLPHO\�QRWLFH�RI�D�PHUJHU�RU�DFTXLVL-
WLRQ��DQG
 -� DOORZ�IRU�SURPSW�LGHQWLĆFDWLRQ�RI�
SRWHQWLDO�YLRODWLRQV�DIWHU�LQLWLDO�QRWLĆFD-
WLRQ�RI�D�SRWHQWLDO�PHUJHU�RU�DFTXLVL-
WLRQ�WKDW�PD\�WULJJHU�LQGHSHQGHQFH�
YLRODWLRQV��EXW�before�WKH�WUDQVDFWLRQ�
KDV�RFFXUUHG�

Observations: Allowing time, if warrant-
ed, to transition from prohibited services 
RU�UHODWLRQVKLSV�ZLWK�D�QHZ�DIĆOLDWH�
should help auditors and their clients bet-
ter manage their day-to-day businesses 
and minimize costly disruptions. Key 
controls needed to make this proposed 
framework function effectively will be the 
timely notice of corporate transactions 
DQG�LGHQWLĆFDWLRQ�RI�YLRODWLRQV�VR�WKDW�

WKH�ĆUP�FDQ�WDNH�FRUUHFWLYH�DFWLRQ�DV�
promptly as possible. 

&RQIRUPLQJ�$PHQGPHQWV

7KH�6(&�SURSRVHG�FHUWDLQ�RWKHU�XS-
GDWHV�WR�FRQIRUP�RWKHU�UXOHV�WR�WKHVH�
SURSRVHG�UHYLVLRQV�

&ORVLQJ�7KRXJKWV

2YHUDOO��WKH�SURSRVHG�FKDQJHV�WR�5XOH�
�����VKRXOG�SURYLGH�PXFK�QHHGHG�
UHOLHI�WR�DXGLWRUV�DQG�FRPSDQLHV�
JUDSSOLQJ�ZLWK�FHUWDLQ�DVSHFWV�RI�WKH�
FXUUHQW�UXOHV��7KH�6(&èV�IRFXV�RQ�UH-
ODWLRQVKLSV�DQG�LQWHUHVWV�PRVW�OLNHO\�WR�
LPSDFW�WKH�DXGLWRUèV�REMHFWLYLW\�ZRXOG�
FRQWLQXH�WR�SURWHFW�FDSLWDO�PDUNHW�SDU-
WLFLSDQWV�VXFK�DV�LQYHVWRUV�DQG�OHQGHUV�
ZKLOH�DOOHYLDWLQJ�VRPH�RI�WKH�XQGXH�
EXUGHQ�RQ�DXGLWRUV�DQG�WKHLU�FOLHQWV�LQ�
PDLQWDLQLQJ�LQGHSHQGHQFH�XQGHU�WKH�
VHFXULWLHV�ODZV��

7KH�5HOHDVH�ZDV�SXEOLVKHG�LQ�WKH�
Federal Register�RQ�-DQXDU\�����������
WKH�SURSRVHG�UXOH�DPHQGPHQWV�ZLOO�
EH�RSHQ�IRU�FRPPHQW�XQWLO�0DUFK�����
���������GD\V��

L6WRFN�)HHO3LF

https://www.sec.gov/rules/proposed/2019/33-10738.pdf

