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Auditing Standard (APAS) State Committee 
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May 13, 2021 

 
 

Called to order 9:00 am by Nancy Rix. 
 
Introduction new member: Ravi Malhotra 
Introductions of guest: Gina Estrada, Manager at Armanino 
Introduction of selected committee members 
 
Minutes presented for approval. 

Motion to approve by Frank O’Brien. 
Motion seconded by Joe Bunker. 
Motion passes. 

 
EITF and FASB, Alex Zabreyko and Matt Lombardi 
 
EITF discussions:  No exposure drafts yet. 
 
FASB agenda items: 
 
Fair Value Hedging – Portfolio Layer Method 
Equity classified warrants and option modifications.  Final draft basically agrees with prior draft.  
If there is a warrant or option related to goods or services that will fall outside scope of this 
pronouncement and fall within ASC 718.  If warrant/options deal with raising of new debt, then 
they are accounted for as part of issuance cost of debt.  If the warrant/option deals with 
modification to debt, then it falls within this framework - considering both increases and 
decreases in fair value of the warrant/option.    If the warrants/options fall outside of areas 
specified, the modifications are to be treated as an adjustment to equity. 
 
Congress has asked FASB to address cryptocurrency. 
 
Leases – Lessors-Leases with Variable Lease Payments 
Issues with leases:  Nothing new in terms of exposure draft or final decisions.  For lessors, when 
payments are predominately variable and would otherwise qualify as a sales-type lease, the 
current standard requires the lessor to recognize an upfront loss. The current FASB thought is to 
treat the lease as an operating-type lease if there is an upfront loss.  This will likely be re 
exposed. 
 
Leases - Discount Rate for Lessees That Are Not Public Business Entities 
For Lessees, with regard to lease modifications to reduce amount the amount of property leased, 
(example, leasing four floors of a building now instead of five), the current framework calls to 
reassess the lease for the remaining leased assets.  The proposal is that the lease would not be 



reassessed, but instead would be reduced by the part of the lease pertaining to the property no 
longer leased.  The FASB has delayed making a decision and asked staff to do additional 
research on this. 
 
There is a discussion regarding using the implicit rate on leases.  Private companies are 
struggling with this due to the difficulties of determining the implicit rate.  The proposal was to 
use the risk-free rate or some other rate. The FASB affirmed that it would propose to use the 
risk-free rate, by asset class.  There will be an exposure draft out this quarter with a 30-day 
response. We may want to consider commenting that a risk-free rate would yield inflated assets 
values, possibly necessitating an impairment adjustment. Perhaps a cost of capital rate or the 
prime rate would be a viable alternative. 
 
Conceptual Framework: Presentation: 
The FASB has been discussing liability concept framework regarding derivatives and 
instruments indexed to equity. 
 
Intangibles - Goodwill and other.  The Board is moving in the direction of amortizing goodwill 
over 10 years. 
 
Other FASB deliberations: 
 
Concept statement on assets - discussions: 

Assets with and without control 
Certain words such as probable and others may be eliminated. 
Capitalization will be at the standard setting level, rather than at the concept level. 

 
Segment accounting and entity decision: Should there be additional disclosures of expenses by 
segment? Decided to add reconciliation to separately reported expenses by segment.  Companies 
are to add other items line into segment presentation – anything that that represents difference 
between segment revenue and required disclosed expenses will be included as a separate line 
item with a description of the types of expenses included in this line. 
 
Accounting for the joint venture. Tentative decision:  New joint ventures would be required to 
record everything at fair value of equity contributed on formation.  Existing joint ventures would 
not have to be at Fair value. Additional research is to be done.   
 
 
Fair Value Hedging – Portfolio Layer Method - Matt Lombardi 
 
Per Matt, either this Exposure draft that just came out or we are expecting to see this quarter.  
 
This is primarily related to financial institution portfolios. Exposure Draft came out last week 
regarding Fair value of interest rate hedges on pre-payable securities. It introduces the portfolio 
layering method.  It is a fairly narrow area. Prior guidance said that Companies could evaluate 
hedges on a portfolio basis.  There are now additional considerations: 



Is this limited to a single layer of hedging strategy in a portfolio or are multiple layers 
permissible?  Exposure draft says that you can use either, provided that the multiple layers will 
not exceed the outstanding portfolio balance during the period, under certain circumstances.  
Now Companies can have a separate hedging g strategy, divided by length of time of hedge, any 
time after the closed portfolio is established. Must evaluate to make sure that hedging 
relationships will not exceed the portfolio value.  If it exceeds the assets, the entity must de-
designate certain hedges. Basis adjustments are excluded from credit loss measurements. 
Proposed modified retrospective approach. A one-time reclassification of debt securities would 
be allowed.  No effective date is currently contemplated, but there is a 60-day comment period. 
 
Questions:  

1. Is this auditable?  Answer – Yes 
2. Would this pronouncement agree with risk management objectives?  Answer - Yes 
3. Agree with scope limitations? Answer – Yes 
4. Agree with de-designating sequence? Answer - Agree with sequence as presented. 
5. Agree with proposed amendments on accounting for basis adjustments? Answer – Could 

lead to operational complexities. 
6. Is the “follow the asset” method cost effective? Answer – Could lead to operational 

complexities. 
7. Should special consideration be given to non-financial institutions?  Answer – No need 

for additional guidance. 
8. Agree with proposed transition?  Answer – Yes 
9. Timing of implementation?  Answer – As soon as possible with allowing an exemption 

for private companies. 
 
Disclosure framework Exposure Draft related to interim reporting.  We will have the chance to 
discuss and comment in August as it will have a 90-day comment period.  For assessing 
materiality, one could consider financial statements from the prior year.  Will establish a 
complete list of disclosure requirements for interim statements. 
 
 
ASB & IAASB update, Gary Krausz  
 
 Exposure Draft – Inquiries of the predecessor Auditor Regarding Fraud and Noncompliance 
with Laws and Regulations  
 
This ED converges our guidance with international and PCAOB guidance.  Auditor is required to 
inquire regarding fraud and noncompliance with laws and regulations and predecessor auditor is 
required to respond. 
 
Last meeting, we were generally supportive of this.  Comments are due 6/30.  We discussed the 
issue of “suspected fraud” or “suspected non-compliance”.  How will firms comply with this 
requirement?  We may want to suggest that predecessor auditors could limit their response to 
what has already been discussed with management and document what is communicated.  Is that 
adequate?  Would that be responding fully and timely?  Does “fully” mean that items that have 
already been communicated to the client or does it also mean discussions within firm or with 
attorneys?  The Exposure draft proposes questions: 



Question 1. Answer: Yes 
Question 2. We agree with the responses regarding known facts, but how are we to 
disclose suspected facts? How will that work out in practice?  Are we expected to discuss 
expected and resolved non-compliance or only unresolved non-compliance? 
Question 3.  Should we suggest saying “possible” litigation instead of “potential” 
litigation?  Need for guidance on potential, and there is always “potential” litigation.  
Suggest only talking about impending or threatened litigation. 
Question 4.  Are the proposed requirements appropriate and complete? Answer -- Yes 
Question 5.  Are you supportive of the effective date?  Answer – Yes. 

Gary will draft a comment letter and circulate it to the committee. 
 
12:10 pm adjourned for lunch 
 
 
Back from Lunch at 12:55 
 
ASB & IAASB – Gary Krausz (Continued) 
 
In the horizon: AICPA is converging quality control standards.   

1. AICPA is doing proposed round table discussions.   
2. Putting out collaborative materials - Helping the firm’s administrative part of quality 

control (ie risk based approach, robust management). 
3. There are some proposed changes to the EQR (requirements, timing, who can perform) 

 
Mark Willie provided some guidance on requiring an outside firm perform monitoring.  He 
indicated comments won’t necessarily be considered because they are essentially conforming to 
the IAASB. 
 
Gary is asking for assistance on the proposed changes.  Vinit provided some guidance on how 
we should comment on this topic.  We will have it issued by the AP&AS committee.  Nancy has 
a list of individuals that signed up to participate with answering questing and comments and will 
send to Gary.   
 
Quality Review Checklist for FY 2020–21 Child Development Agencies - Paul Peterson – he 
went through the checklist from the department of Education. 
 
Thought the last two questions were inappropriate.  Howard Sibelman thought it was 
inappropriate to put accountants on the hook for items not being reported on.  This checklist 
appears to go too far.  It was suggested by Lewis to submit with a cover letter with the checklist.  
He believed that we should help. 
 
It was suggested that this should be sent over to the AICPA for their comments. 
 
Group Audits – this was put on the agenda for the next meeting as an FYI.  Gary indicated that 
he would continue to monitor it’s progress. 
 



PEEC – Lewis Sharpstone 
PEEC had a meeting on May 5, 2021. Lewis provided a recap of meeting topics: 
 
Little humor from Lewis with polling questions.  The punch lines were: “Buccaneer” and “it 
doesn’t matter….the debit is cash!”. 
 
Vinit played the video of the opening remarks of the meeting.  15 minutes long.  Normally 10 
mins. 
 
Lewis indicated that there were eleven items of discussion on the agenda. Eight items related  
auditor’s independence.  Lewis is suggesting that we approach independence differently and 
revamp it.   
 
There will be more than 7,000 entities that need single audits for the first time in history.  Many 
new firms doing new things. State societies are expected to help. 
 
Confidentiality standards and data security where discuss and the state societies are expected to 
help as well. 
 
John Lacey provided some perspective on the independence rules.  This has been an issue for a 
long time.   
 
Lewis gave a small example of an example SEFA that had some kind of considered a $12.  We 
may need to revamp our approach on this issue.  Should we have a separate service line that all 
they do is an independence group?  It seems like it should be a line of work.   
 
Howard: 2 perspectives independence in mind and appearance.  Someone can try to write rules 
for independence in appearance but it would be majorly difficult.  A “principles based” approach 
to it may be a better approach. 
 
Lewis – all about independence and micro projects.  They are putting out podcasts. 
 
ARSC – Gail Anikouchine 
Committee meeting to be 5/24.  They will address quality control on the agenda.  Exposure draft 
is expected to come out in September comments will be due December 21, 2021.  Proposing the 
effective date for the years ending after 12/15/23. 
 
Preforming a review regarding going concern and accountant’s responsibility.  May change the 
review report and expand on the wording related to the differences between a review and audit. 
 
Education and Communications – Mark Wille 
Ravi Malhotra provided the Assurance and Accounting Conference – Had a discussion regarding 
items affecting our industry.  Went over SEC and ASU updates that impacting our committee. 
 
October virtue meeting. 
 



Mark Wille led a brief discussion of the October issue of CalCPA Magazine.  
 
Article ideas accepted and writers are as follows:  

1. Delayed accounting standards - Mark Willie 
2. Leases - Ravi Malhotra 
3. SSARS 25 – Gail Anikouchine 
4. NOCLAR - Gary Krauz 
5. Quality Control - David Chavez 

 
Other ideas proposed: sustainability and crypto currency 
 
Nancy thanked everyone for all of their help during tenure.  She turned the   
 
Other Committee Matters 
Nancy thanked everyone for all of their help during tenure.  She turned the meeting over the Paul 
Peterson as the new chair.  He had brief opening remarks.  Gary Kraus has agreed to be Vice-
Chair 
 
Meeting was adjourned at 2:35 PM 


