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Disclosure committee essentials

Most public companies have a disclosure committee but often ask

about the leading practices in establishing and operating one. Here
we provide answers to frequently asked questions about disclosure
committees, as well as our insights on how to make them effective.
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What is a disclosure committee
and what does it do?

SEC rules that implemented Sections 302 and 906 of the Sarbanes-Oxley Act of
2002" require public company CEOs and CFOs to include signed certifications

in their annual and quarterly filings. A disclosure committee is often formed as

a tool to assist CEOs and CFOs with the certification process and in evaluating
the appropriateness of disclosures included in the company’s financial reporting.
In addition, companies may also use a sub-certification process, in which
management at different levels throughout the organization will issue certifications
internally to the CEO and CFO. Through the sub-certification approach, business
unit leaders and functional heads (e.g. finance, legal, compliance, operations)
formally attest that information within their areas of responsibility is complete

and accurate, and that they have disclosed any known control deficiencies or
material issues. This cascading certification structure promotes clear ownership
of financial reporting risks and controls at each level of the organization and helps
to reinforce accountability. The work of a disclosure committee is an important
piece of a well-designed disclosure controls and procedures process. It typically
addresses both the standard accounting and reporting disclosures and those
arising from significant business and economic developments, as well as any
issues that may be raised in the sub-certification process.

PwC insight
Getting the most out of disclosure committees

A disclosure committee is a great opportunity for senior management to

set the right tone for the broader management team that disclosure controls
and procedures are important. In addition, a disclosure committee with

the right composition helps the information from across the organization

be considered for disclosure and provides its members with an opportunity
to learn from each other.
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Key SOX disclosure rules

Section 302 requires the CEO and CFO to certify that each is responsible for
the accuracy, documentation, and submission of financial reports, including
the company’s system of internal controls.

Section 906 requires the CEO and CFO to certify that the financial statements
comply with requirements of the Securities Exchange Act of 1934 and

that the information contained in the financial statements fairly presents

the financial condition and results of operations of the company, in all
material aspects.

The SEC defines ‘disclosure controls and
procedures’ as follows:

“Controls and other procedures of an issuer that are designed to ensure that

information required to be disclosed by the issuer in the reports that it files

or submits under the Exchange Act is recorded, processed, summarized,

and reported within the time periods specified in the Commission’s rules

and forms.”

- U.S. Securities and Exchange Commission (SEC), Certification of
Disclosure in Companies’ Quarterly and Annual Reports



https://www.sec.gov/rules-regulations/2002/08/certification-disclosure-companies-quarterly-annual-reports
https://www.sec.gov/rules-regulations/2002/08/certification-disclosure-companies-quarterly-annual-reports

2SEC, Certification of
Disclosure in Companies’
Quarterly and Annual
Reports, August 2002.
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Are disclosure committees
required?

There is no regulatory requirement for a public company to have a disclosure
committee. But the SEC recommends creating a committee with responsibility for
considering the materiality of information and determining disclosure obligations
on a timely basis. The SEC also suggests that the committee report to senior
management, including the CEO and CFO, who are ultimately responsible for
designing, establishing, maintaining, reviewing, and evaluating the company’s
disclosure controls and procedures.?

PwC insight

Why companies should have a disclosure
committee

Companies often face pressure from regulators and investors to enhance
their disclosures. A disclosure committee provides a forum to discuss and
work through these demands. For example, a disclosure committee can
help management as they think through disclosures related to liquidity risks,
changes in the company’s operations, and loss contingencies as these
issues evolve.



3 Ibid.
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Who should be on the
disclosure committee?

While most public companies maintain a disclosure committee, the composition

of the committee varies. The SEC has listed some on the management team who

may be effective on the committee:®

Chief accounting officer or controller

General counsel

Risk management officer

Investor relations officer

Business unit representatives

PwC insight

What the committee composition should look like

One of the ways to make sure the disclosure committee is effective is to
choose the right members. It should include a core group of management
with the skills and knowledge to address the reporting implications of
business risks and events. The committee can then bring in other experts,
such as the chief information security officer or a business unit head,
when needed.

A disclosure committee can be a way to tap into people with different roles in
the company to get perspectives about potential disclosure matters beyond
the financial reporting process. It can also be a forum for a broader group

of management to discuss the clarity, completeness, and accuracy of the
company'’s disclosures.
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The frequency and formality of meetings vary by company. Some disclosure
committees meet once a quarter, while others meet more frequently throughout
the year. Some always have a formal agenda and an in-depth discussion, and
others use informal touchpoints. At a minimum, disclosure committees should
have formal meetings prior to quarterly and annual public filings.

PwC insight

Strategically align the work of the disclosure
committee

The audit committee typically meets quarterly to approve SEC filings. It can
be helpful to use the same documents and presentations for disclosure

committee meetings as those submitted for the audit committee’s review.
The discussions held at the disclosure committee will also be helpful to
senior management and the audit committee when the company is going
through significant transactions or events that require substantive disclosure.
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What should be included in a

disclosure committee charter
and checklist?

Some disclosure committees are governed by a charter, though one is not
required. The charter generally establishes the committee and may include:

* Purpose of the committee

¢ Responsibilities of the committee

¢ Elements of disclosure controls and procedures subject to review
e Membership and organization of the committee

e Meetings and procedures

e Frequency of charter review

* Protocols for privileged and confidential information

PwC insight

Clearly define disclosure committee
responsibilities

The committee should be able to adhere to the responsibilities and
requirements laid out in the charter.
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What are some disclosure
committee best practices?

Leading practices include:

¢ Provide the committee with drafts of new or amended disclosures that will be
included in the financial statements well in advance of the meeting. This will
allow the members time to prepare for the meeting.

¢ Provide the disclosure committee with drafts of the same documents and
presentations that will be reviewed by the audit committee. This allows
management to leverage the effort of preparing the documents and may make
the audit committee reviews more effective.

¢ Onboard new disclosure committee members by walking them through the
committee’s process and expectations. In addition, provide periodic training
to help current and new members of the disclosure committee stay abreast
of disclosure trends and requirements. This may include comparing the
company’s disclosures to those of its peers.

e Establish a protocol for sensitive information that may require disclosures,
such as those related to ethics and compliance concerns or litigation matters.
This will ideally allow the disclosure committee to have the necessary
information while addressing the company’s confidentiality concerns or
privacy obligations.

¢ Inform the disclosure committee about the processes and controls in place
over collecting the necessary information for disclosure. This may be especially
important when information is decentralized or from disparate systems.

¢ Allow the company’s external auditor to sit in on a disclosure committee
meeting(s). This provides the auditor the opportunity to evidence how this
important disclosure control operates.
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¢ Review with the disclosure committee the processes and controls that mitigate
the risk of not disclosing what should have been disclosed. This may include
completing a disclosure checklist and obtaining sub-certifications from
business units and shared service centers.

¢ Set the agenda to allow the committee time for a substantive discussion
of significant and judgmental issues and disclosures. Consider documents
the disclosure committee should review in addition to the Form 10-K and
Form 10-Q, such as proxy statements and current reports, and non-financial
documents, such as sustainability or corporate responsibility reporting.

o Keep minutes of the meetings. Minutes should include a list of the significant
matters discussed, which can form the basis for reporting to senior
management or the audit committee when needed.

e Assess the disclosure committee’s performance through a periodic
formal evaluation process. This allows the committee to identify areas
of improvement.

e Use the disclosure committee to help management assess whether non-GAAP
measures are justified, supported, calculated correctly, and presented with
equal prominence as the corresponding GAAP amounts. For more insights
on non-GAAP measures, see PwC’s Non-GAAP measures - The role of the
audit committee.

PwC insight
The disclosure committee is a resource—use it

The disclosure committee is an important resource for senior management
and the audit committee to see that all necessary disclosures have been
made. Management should inform the audit committee how the disclosure
committee considered and resolved any significant or judgmental issues. The
audit committee may ask management about notable discussions or ‘close
calls’ at the disclosure committee. This may help identify matters needing
further consideration by senior management and the audit committee.


www.pwc.com/us/en/services/governance-insights-center/library/to-gaap-or-non-gaap-the-sec-is-watching.html
www.pwc.com/us/en/services/governance-insights-center/library/to-gaap-or-non-gaap-the-sec-is-watching.html
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Conclusion

A public company is responsible for producing large volumes of disclosure about
its financial performance, including 10-K and 10-Q filings. A company’s annual
and quarterly filings must include a certification from the company’s CEO and
CFO stating that the information is fairly presented, in all material aspects.

A disclosure committee can help the CEO and CFO get comfortable that

all required disclosures are in the company’s filings and that the company’s
disclosure controls and procedures are being followed. It can also help
management and audit committees identify and address any significant
accounting and other matters that require disclosure. A disclosure committee
with the right composition allows its members to bring diverse perspectives and

insights on important disclosure-related matters.




Appendix
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The following topics are often included in the disclosure committee agenda:

¢ Review of the draft Form 10-K, Form 10-Q, or other report or filing

¢ Management’s review and assessment of internal controls

¢ Any identified material disclosure omissions

¢ Any identified significant deficiencies and material weaknesses

¢ Any identified fraudulent or illegal activities

¢ Changes to accounting practices or the adoption of new accounting standards

¢ Material findings from internal or external audit, financial statement reviews, or
representation letters

¢ Significant business developments

¢ Going concern considerations

e Subsequent events

® Learnings from SEC comment letters and enforcement trends

e Updates from either internal or external legal counsel on litigation matters that
may require disclosure
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How PwC can help

To have a deeper discussion about how this topic might
impact your business, please contact your engagement
partner or a member of PwC’s Governance Insights Center.

Contacts

Ray Garcia

Partner, Governance Insights Center Leader
ray.r.garcia@pwc.com

Kathy Nieland

Partner, Governance Insights Center
kathy.nieland@pwc.com

Tracey-Lee Brown

Director, Governance Insights Center
tracey-lee.y.brown@pwc.com
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