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AICPA Investment Companies Expert Panel 

September 13, 2022, meeting highlights 

I. Accounting/Reporting Issues: 
1. Effective August 10, 2022, international creditors approved amendments to the 

contractual terms of certain outstanding Ukrainian sovereign bonds that defer all 
interest payments for 24 months and also extend maturities by 24 months, allowing 
Ukraine to avoid a technical default. At the end of the 24-month deferral period, 
Ukraine has the option to 1) pay all deferred interest in cash or 2) capitalize such 
interest into the respective bonds’ principal (i.e., increasing par). Coinciding with the 
approval of the amendments, US securities pricing vendors began pricing these bonds 
“dirty” (inclusive of full, contractual accrued interest), which is anticipated to 
continue during the deferral period. Tax rules deem the amendments as a “significant 
modification,” which triggers a taxable exchange of the legacy bonds for the newly 
amended bonds, and the terms of the new bonds are such that all future interest is 
required to be accrued into income as original issue discount. The EP considered the 
accounting for current and future bond interest receivables and acknowledged there 
may be potential book/tax differences if the accounting determination does not align 
with the tax determination. 
EP members also discussed that all facts and circumstances, including the approved 
amendments, should be considered in determining whether debt instruments should 
be in accrual or non-accrual status. One EP member acknowledged that it could be 
reasonable to analogize to guidance issued by the Office of the Comptroller of the 
Currency in determining the appropriateness of nonaccrual status, including whether 
it is no longer expected that all contractual interest and principal will be collected.  
Lastly, the EP members discussed whether troubled debt restructuring (TDR) 
guidance strictly applies to investments held at fair value, and whether this would 
result in an extinguishment of the old bonds and establishing of new bonds, which 
would cause a realization event for the fund. One EP member observed that some 
view the guidance in ASC 310-20 as not strictly applicable to investments held at fair 
value, but some funds may look to the guidance in that section, by analogy, when 
determining whether a change in loan terms results in a realization event and a new 
instrument.  

2. Some BDCs have been structuring loans with an “exit fee” as part of the terms of the 
loan. The “exit fee” does not represent a penalty or a fee for services provided by the 

https://www.law.cornell.edu/cfr/text/26/1.1001-3
https://www.ffiec.gov/pdf/FFIEC_forms/FFIEC031_FFIEC041_201812_i.pdf
https://www.ffiec.gov/pdf/FFIEC_forms/FFIEC031_FFIEC041_201812_i.pdf


BDC, but rather as a payment incremental to the stated interest on the loan and 
charged at the back-end of the loan term. The EP members discussed that unless there 
was an additional or discreet service related to the “exit fee”, they generally view 
such “exit fee” as a part of the effective interest rate (yield on the loan). The EP 
members discussed that “up-front” fees for certain loans are accounted for in a similar 
manner.  

3. The EP members shared their insights on how registered investment companies 
disclose the adoption of Rule 2a-5 in the notes to financial statements:  
● Since amendments to Rule 2a-5 did not implement changes to FASB ASC 820 or 

prescribe incremental accounting guidance, disclosures about adopting this rule 
that result in changes to the accounting policies note to financial statements are 
not anticipated.  

● Entities may consider updating their valuation note for conforming changes using 
the terminology from the adopted rule, as needed, to ensure the note remains 
accurate in its description of the policies and procedures followed during the 
period. 

● With respect to Rule 17a-7 disclosures, where presumably cross-fund trading is 
considering the new definition for “readily available market quotations” within 
Rule 2a-5, EP members considered disclosing the funds involved in the 
transaction, the aggregate purchases and sales and the aggregate realized gains 
and losses associated with the transactions, including a disclosure about the cut-
off period for the trading of securities that do not have readily available market 
quotations per the SEC’s clarified definition in Rule 2a-5, as applicable.  

4. The EP members discussed a question in the SEC proposed Private Fund Advisers 
Rule regarding requiring or permitting advisers to provide consolidated quarterly 
statements for funds that have a different presentation in their GAAP financial 
statements. EP members discussed that this observation had been made in the 
comment letter process indicating a concern that having different presentations 
between GAAP and quarterly reporting could be confusing, overly complex and 
inconsistent with GAAP. The comment letter suggested that the final rule should 
follow GAAP.  

5. An EP member identified SOP 79-1 as the source for the disclosure requirement for 
TBAs and when-issued securities in the portfolio of investments:  

"When Issued" Securities  
Municipal bond funds buy securities on a "when issued" basis more often 
than most other types of funds. A municipal securities underwriter solicits 
expressions of interest in a proposed issue and sends a "when issued" 
priced confirmation against which delivery is made at a later date when 
the terms of the issue are known. The securities will normally begin 
trading on a "when issued" basis at the time such confirmation is issued 
and begin trading as if they had been issued a few days before the closing 
date. For federal income tax purposes, the holding period of the securities 
does not begin until they are issued.  
While securities offerings have been aborted after "when issued" trading 
begins, these situations are rare. The asset and liability relating to a "when 
issued" security should be recorded when the priced transaction 



confirmation is issued, and the investment should be valued thereafter. 
Because the securities do not earn interest until the settlement date, they 
should be identified in the financial statements. The same accounting 
methods should be used for securities purchased under a delayed delivery 
contract under which the managing underwriter agrees to deliver securities 
to purchasers at later specified dates. 

The EP discussed whether this non authoritative guidance may still be relevant. The 
EP members discussed that “when issued” securities may be subject to extended 
settlement risk as these securities do not settle in the regular course of business. As 
such, although the requirement to tag such securities may not be directly required, the 
tagging of such securities within the schedule of investments continues to be seen as a 
“best practice”. 

6. The EP members discussed that the FASB added a project on accounting for 
environmental credit programs.  

7. Functional currency and foreign currency translation – the EP members discussed a 
fund with USD as its functional currency. The fund will elect to present its financial 
statements in euros despite its technical accounting assessment indicating that USD is 
the fund’s functional currency. The EP members discussed whether the 
aforementioned situation would result in a currency translation adjustment (CTA). 
The EP members discussed that the voluntary reporting in euros is not related to the 
operations of the fund and thus a corresponding impact to operating results would 
generally not be expected. 

8. The EP members discussed odd lot vs. round lot valuation pricing challenges. The EP 
members further discussed that odd lots generally price lower when compared to 
round lots and thus there are valuation considerations that may come into play. The 
EP members also highlighted the following excerpt from Rule 2a-5 Good Faith 
Determination of Fair Value: 

We agree that the odd lot valuation practices… (e.g., a fund with an investment, 
held in an odd-lot quantity, valued at a round-lot price when the entity has no 
ability to access the round-lot market to exit such investment at the measurement 
date) do not reflect an appropriate methodology consistent with the principles of 
ASC Topic 820 and the existing U.S. GAAP framework. 

 
II. SEC Staff Update 

Disclaimer 
The following comments and observations were compiled by the AICPA Investment 
Companies Expert Panel and AICPA staff and are not authoritative positions or 
interpretations issued by the SEC or its staff. The comments and observations were 
not transcribed by the SEC or its staff and have not been considered or acted upon 
by the SEC or its staff. Accordingly, these comments and observations do not 
constitute a statement of the views of the SEC or its staff. 
1. Speeches: 

a. Remarks at PLI: Investment Management 2022 by William Birdthistle, 
Director, Division of Investment Management, July 26, 2022 

https://www.fasb.org/Page/ProjectPage?metadata=fasb-Accounting-for-Environmental-Credit-Programs
https://www.fasb.org/Page/ProjectPage?metadata=fasb-Accounting-for-Environmental-Credit-Programs
https://www.sec.gov/rules/final/2020/ic-34128.pdf
https://www.sec.gov/rules/final/2020/ic-34128.pdf
https://www.sec.gov/news/speech/birdthistle-remarks-pli-investment-management-2022-072622


b. Auditor Independence and Ethical Responsibilities: Critical Points to 
Consider When Contemplating an Audit Firm Restructuring by Paul 
Munter, Acting Chief Accountant, August 29, 2022 

c. Prepared Remarks at Center for Audit Quality “Sarbanes-Oxley at 20: The 
Work Ahead” by Chairman Gary Gensler, July 27, 2022 

2. Spring 2022 agency rule agenda includes the following that may interest to the 
registrants and their auditors: 

a. proposed/early stage:  
● Amendments to the Custody Rules for Investment Advisers 
● Amendments to Fund Names Rule 
● Rules Related to Investment Companies and Investment Advisers to 

Address Matters Relating to Environmental, Social and Governance 
Factors 

● Open-End Fund Liquidity and Dilution Management  
● Fund Fee Disclosure and Reform 
● Amendments to Form PF 

a. final rule stage: 
● Tailored Shareholder Reports 
● Money Market Fund Reforms 
● Private Fund Advisers; Documentation of Registered Investment 

Adviser Compliance Reviews 
3. The SEC staff is currently evaluating comments received on the recently proposed 

rules Environmental, Social, and Governance Disclosures for Investment Advisers 
and Investment Companies and Investment Company Names. 

4. Together with CFTC, the SEC issued rule proposal Form PF, comments are due 
October 11, 2022. 

5. In connection with recent enforcement actions in connection with the SEC custody 
rule, the SEC staff offered several reminders: 

a. Compliance with the custody rule is a legal determination based on facts and 
circumstances. 

b. A registered investment adviser (RIA) would be expected to undergo an 
annual surprise examination as long as it remains registered even when the 
RIA ceases to have custody at the end of the reporting period due to 
customer accounts closing during the period. In the aforementioned situation 
where the customer accounts closed during the period, the staff would 
generally expect a surprise examination to be completed during the calendar 
year the adviser had custody at any point. SEC Guidance for Accountants 
IA-2969, states, among other requirements, the accountant should obtain 
records of accounts that were closed during the period or that have a zero 
balance as of the date of the examination.  

c. An RIA that has filed form ADV-W to withdraw its registration prior to the 
accountant selecting a surprise exam date would generally not be required to 
have a surprise examination subsequent to the filing of form ADV-W. 

d. An auditor performing an annual audit of a pooled investment vehicle to 
satisfy the Custody rule exemption must be registered with, and subject to, 
regular inspection by the PCAOB. Therefore, an audit firm would not be 

https://www.sec.gov/news/statement/munter-statement-auditor-independence-and-ethical-responsibilities-082922
https://www.sec.gov/news/statement/munter-statement-auditor-independence-and-ethical-responsibilities-082922
https://www.sec.gov/news/speech/gensler-remarks-center-audit-quality-072722
https://www.sec.gov/news/speech/gensler-remarks-center-audit-quality-072722
https://www.reginfo.gov/public/do/eAgendaMain?operation=OPERATION_GET_AGENCY_RULE_LIST&currentPub=true&agencyCode&showStage=active&agencyCd=3235
https://www.sec.gov/rules/proposed/2022/33-11068.pdf
https://www.sec.gov/rules/proposed/2022/33-11068.pdf
https://www.sec.gov/rules/proposed/2022/33-11067.pdf
https://www.sec.gov/rules/proposed/2022/ia-6083.pdf


considered subject to regular inspection if it is included on the list of firms 
that are headquartered or have an office in a foreign jurisdiction that the 
PCAOB has determined it is unable to inspect or investigate completely.  

e. As described in Rule 206(4)-2 paragraph (b)(2)(ii) and also stated in the 
Commission Guidance Regarding Independent Public Accountant 
Engagements Performed Pursuant to Rule 206(4)-2 Under the Investment 
Advisers Act of 1940 (Guidance for Accountants) the privately offered 
securities exception is available “to securities held for the account of a 
limited partnership (or a limited liability company, or other type of pooled 
investment vehicle) only if the limited partnership is audited, and the 
audited financial statements are distributed, as described in paragraph (b)(4) 
of the rule.” If the RIA is not relying on the audit exception, the privately 
offered securities should be held with a custodian meeting the definition of a 
qualified custodian under 206(4)-2; there is no exception in that case. 

6. Valuation: 
The SEC staff offered the following observations to be considered by registrants 
in connection with recently issued guidance: 

a. FASB ASU 2022-03: 
● Consideration of SAB 74 disclosures, which addresses disclosure of 

the impact that recently issued accounting standards will have on the 
financial statements of the registrant when adopted in a future period 

● Investment companies, as defined by FASB ASC Topic 946, should 
consider the unique transition guidance allowed for restrictions entered 
into prior to adoption of ASU 2022-03 and that have not been 
modified. In particular, investment companies should consider what 
operational challenges there may be in applying two accounting 
policies in a fund’s periodic net asset value calculation 

● The EP members and the SEC staff discussed whether the disclosures 
could be made with a consideration of materiality 

b. SEC Rule 2a-5: 
● The rule provides flexibility in how the board satisfies its valuation 

oversight role and should be viewed as an opportunity to continuously 
improve the valuation process. The staff’s general expectation is that 
the board approves the valuation designee and has regular engagement 
and oversight. It is not meant to imply that the board needs to adopt 
day to day responsibility but instead that it follows an oversight role 
and provides recommendations for improvements as compliance with 
the rule continues. 

● There are a number of rescinded letters and FAQs named in the 
adopting release. The staff is reviewing whether certain letters or 
portions of certain letters should be withdrawn. 

● Rule 17a-7 interaction – definition of readily available market 
quotations under Rule 2a-5 implies that any securities that do not have 
readily available market quotations (i.e., securities classified in level 2 
and level 3 of the FASB ASC 820 fair value hierarchy) should not be 
used in cross-fund trades under the Rule 17a-7. 

https://www.sec.gov/rules/interp/2009/ia-2969.pdf
https://www.sec.gov/rules/interp/2009/ia-2969.pdf
https://www.sec.gov/rules/interp/2009/ia-2969.pdf


● Questions regarding the leveling of securities under FASB ASC 820 
have come up and specifically whether it is appropriate to reconsider 
the leveling of certain securities that have traditionally been included 
within level 2 of the fair value hierarchy and whether such securities 
can potentially be considered level 1. The staff noted that GAAP did 
not change as a result of Rule 2a-5. Therefore, if leveling of particular 
securities or classes within the fair value hierarchy is changing, this 
should raise questions on what has caused the change and whether 
prior financial statements were accurately stated for such securities. 

c. The SEC staff shared a recent enforcement case where a Corporation 
Finance issuer failed to adequately document and incorporate all reasonably 
available market data in its valuation assumptions for the products it offered. 

7. Inquiries: 
The SEC staff described fact patterns from two recent consultations with 
registrants, where the registrants concluded that it was not appropriate to 
consolidate their investments in subsidiaries. The staff ultimately did not 
object to the registrants’ conclusions. The SEC staff reminds registrants that 
investment company consolidation conclusions often involve a facts and 
circumstances based analysis, and that registrants should consider all 
relevant facts and all available guidance (including ASC Topic 946, ASC 
Topic 810, and IMGU 2014-11) when forming such conclusions.  
The SEC staff also reminds registrants to consider the disclosure 
requirements in regulation S-X Rule 3-09 for subsidiaries not consolidated. 

a. Fund mergers and corresponding NAST analysis: 
● Consistent with views expressed in the SEC Staff Update during the 

May 2021 EP meeting, the staff would expect BDCs to follow FASB 
ASC 805’s asset acquisition accounting and would generally not object 
to registered open-ended investment companies applying guidance in 
AICPA TQA 6910.33. For mergers of closed-end funds, judgement 
should be applied in determining the appropriate accounting to follow.  

● Fund mergers and corresponding Form N-14 review comments – the 
staff reminds registrants about the importance of ensuring N-14 
disclosures are complete and accurate, and ensuring that the analysis 
prepared to support the selected accounting survivor (“NAST 
analysis”) is consistent with the disclosures outlined in the N-14. The 
staff also provided a reminder that for mergers looking to go 
automatically effective under Rule 488 of the ’33 Act, the registrant 
should ensure the filing is materially complete, and referred to the 
guidance from May 2021 SEC Staff Update which stated, in part: 

“Dear CFO letter 2001-06” specifically noted that when an 
investment company files “a registration statement on Form N-14 
when merging investment companies and may elect to file 
pursuant to Rule 488 under the 1933 Act, designating an automatic 
effective date for the registration statement thirty to fifty days after 
filing”, the filing that does not include “the required audited annual 
financial statements, unaudited semi-annual financial statements (if 

https://www.sec.gov/litigation/admin/2022/34-95589.pdf
https://www.sec.gov/investment/im-guidance-2014-11.pdf


applicable), supplemental financial information, consents, fee 
tables, capitalization tables or correct series and class identifier 
information or that require material revisions to the disclosure are 
considered materially incomplete by the staff.” 

8. The EP and the SEC staff discussed situations where investment companies may hold 
foreign denominated securities or foreign currencies for which the currency is subject 
to limitations on the amounts able to be repatriated to U.S. dollars at the official spot 
rate. Generally, investment companies are required to fair value their investments, but 
foreign currencies are usually translated at applicable currency exchange rates. The 
staff indicated that if the official foreign exchange rate is not available or is subject to 
certain limitations or restrictions (“capital controls”), a registrant should consider its 
obligations under ASC 275.  
In accordance with FASB ASC 275-10-05, financial statements should provide 
information about certain current conditions and trends to assist users in predicting 
reporting entities' future cash flows and results of operations. Registrants should 
consider their disclosure obligations under ASC 275 and include appropriate 
descriptions of current economic conditions, and the registrant’s vulnerability due to 
concentration in currencies and assets denominated in currencies, subject to material 
capital controls. Additionally, the staff highlighted the importance of clear disclosure 
to provide users of the financial statements with the information necessary to 
ascertain to what extent a registrant’s assets are denominated in currencies subject to 
currency controls limiting the ability to repatriate to U.S. dollars.  
The staff also reminded registrants to consider their disclosure obligations under ASC 
946-830-50 and 830-20-50, and include such disclosures, as applicable.  
The SEC staff recognizes that current market activity and foreign currency controls 
impact registrants’ determination of applicable U.S. GAAP and the Staff continues to 
welcome dialog with registrants. 

9. As required by the Sarbanes-Oxley Act, all public companies, including registered 
investment companies, are subject to the financial statement review process at least 
once every three years (SOX Review). In addition to the SOX Reviews, the SEC staff 
may also perform targeted reviews of certain types of investment companies.  
During 2022 fiscal year, the SEC staff conducted 4,300 fund reviews, with about one 
fifth of reviews resulting in no comments. The staff highlighted the importance of 
reviewing prior comments and consistency between filings. 

a. The staff offered specific observations in connection with missing 
information identified in reviews: 

● Form N-CSR - comments resulted in amendments due to missing 
certifications, MDFP and XBRL information.  

● For business development companies and closed-end funds who filed a 
registration statement pursuant to General Instruction A.2, certain Form 
N-2 information must be tagged using XBRL. 

● The staff identified funds that were missing liquidity disclosures. 
● Certain required annual financial statements (e.g. notes to financial 

statements, schedule of investments, and statement of changes in net 
assets, etc.) were marked as unaudited 



● Audit opinions were missing required procedures or missing language of 
certain required financial statements 

● Audit opinions need to satisfy the requirement in section 30(g) of the 
Investment Company Act, which requires the independent public 
accountant to verify securities owned. The staff identified instances where 
these procedures were missing from the audit opinion. 

b. Material weakness – during October 2021 through August 2022, the staff 
noted around 50% of material weaknesses reported related to controls over 
valuation and taxes. Complex financial instruments are challenging areas for 
valuation and taxes. The SEC staff reminded registrants that tax and 
valuation experts should be consulted to evaluate potential valuation and tax 
implications and controls.  

c. Registrants and their auditors should also consider guidance from Assessing 
Materiality: Focusing on the Reasonable Investor When Evaluating Errors, 
March 9, 2022, speech by Paul Munter, Acting Chief Accountant. The SEC 
staff discussed a recent filing where a fund was correcting an error. The 
SEC highlighted to management that “registrants and their auditors first 
should consider whether each misstatement is material, irrespective of its 
effect when combined with other misstatements.” Upon discussions with the 
staff, Management ultimately determined that the error resulted in a material 
misstatement. As a result, the registrant restated previously issued financial 
statements (big R). The SEC staff reiterated an item from Paul’s speech, 
stating “as the quantitative magnitude of the error increases, it becomes 
increasingly difficult for qualitative factors to overcome the quantitative 
significance of the error.”  

d. The SEC Division of Investment Management has an active monitoring 
program in place to identify material weaknesses and restatements filed. 
Each material weakness or restatement is generally discussed with the 
registrant and evaluated for potential industry impacts or systematic risks. In 
certain cases, learnings are shared with other registrants with similar 
situations. At times there is adequate information for the staff to conclude 
regarding a restatement or material weakness conclusion without outreach to 
a registrant. Registrants are encouraged to include adequate information in 
filings for investors to understand the impact to controls or financial 
statement amounts in filings with the Commission.  

10. The SEC staff reminded registrants to consider form changes and rule changes as they 
impact financial reporting and legal determinations and offered several observations 
in connection with recent form changes: 

a. Form N-CSR has two new items under Item 4 effective January 10, 2022: 
● Par. i relates to registrants that retained an accounting firm with an 

office or branch in a foreign jurisdiction 
● Par. j relates to registrants that are foreign issuers. 

The SEC staff observed certain registrants have not used the updated 
forms and instead continued to use the superseded version of the 
forms. As a result certain required form items were missing. Staff 

https://www.sec.gov/news/statement/munter-statement-assessing-materiality-030922
https://www.sec.gov/news/statement/munter-statement-assessing-materiality-030922
https://www.sec.gov/files/formn-csr.pdf


contacted registrants and asked them to update and utilize new forms 
for future filings. 

b. There were changes to several forms as a result of the derivatives rule, 
which had a compliance date of August 19, 2022: 

● Form N-2 – the final rule clarifies that neither derivative transactions 
nor any unfunded commitment agreements, entered into in compliance 
with 18f-4, should be included in the senior securities table 

• Release 10666 was rescinded 
● Form N-PORT – item b.9 was added and general instruction (e) added 

a new definition of derivative exposures, as defined in rule 18f-4(a) 
• Funds relying on the limited derivatives users exception in rule 

18f-4 are required to report information about derivative 
exposure, as well as VaR information 

● Form N-RN – items (e) through (g), amended new reporting events for 
funds that are subject to the VaR-based limit on fund leverage risks. 
These funds are required to file VaR test breaches on a daily basis 

● Form N-CEN – item c.7 was added and requires a fund to identify 
whether it relied on rule 18f-4 during the reporting period and if it did, 
any exceptions noted 

11. As stated during previous EP meetings, the SEC staff reiterated their view that 
professional fees paid in connection with foreign withholding tax reclaims received 
by U.S. regulated investment companies (RICs) due to favorable court rulings should 
be presented as an expense on the statement of operations (not as an offset against 
reclaimed income). 

12. Division of Enforcement Update: The SEC charged two advisory firms for custody 
rule violations, one for Form ADV violations, and six for both 
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