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Every year, we closely monitor the Securities and Exchange Commission (SEC) staff's comments on
e public company filings to provide you with insights on its areas of focus. Understanding the SEC staff's
and Trends -~ comments and trends can help you as you head into the year-end reporting season. However, each

' registrant’s facts and circumstances are different and require judgments about the appropriate
accounting treatment and evaluations about materiality. Therefore, while this publication highlights
areas where the SEC staff may comment, registrants should carefully consider their disclosures based on
whether the information is material to investors.

The SEC staff continues to focus on many of the same topics that we highlighted last year. The following
chart summarizes the top 10 most frequent comment areas in the current and previous years.

September 2015 0 g as % of tota

0 ded 30
0 a U U and )
Management's discussion and analysis** 1 1 44%
Fair value measurements®*** 2 2 21%
Revenue recognition 3 5 16%
Non-GAAP financial measures 4 6 15%
Signatures, exhibits and agreements 5 3 16%
Income taxes 6 4 14%
Segment reporting 7 9 12%
Intangible assets and goodwill 8 7 12%
Acquisitions and business combinations 9 10 11%
Executive compensation disclosures 10 8 12%

*  Based on comment letter topics assigned by research firm Audit Analytics for SEC comment letters issued to registrants related to
Forms 10-K from 1 July 2013 through 30 June 2015

**  This category includes comments on MD&A topics, in order of frequency: (1) results of operations (25%), (2) liquidity matters
(15%), (3) business overview (11%), (4) critical accounting policies and estimates (10%) and (5) contractual obligations (2%).
Many companies received MD&A comments in more than one category.

*** This category includes SEC staff comments on fair value measurements under Accounting Standards Codification (ASC) 820 as well as
fair value estimates, such as those related to revenue recognition, stock compensation and goodwill impairment analyses. 21
Individual SEC staff comments may be associated with more than one comment area in this chart.



SEC Comments
and Trends

September 2015

Disclosures about
critical accounting
estimates should
focus on the quality
and variability of
management’s
judgments.

Example SEC staff comment: Duplicative disclosure about critical
accounting estimates

Your Critical Accounting Policies within MD&A appears to be a duplication of the
accounting policies already disclosed in the notes to your financial statements.
Please modify your disclosure to include disclosure that addresses the specific
methods, assumptions and estimates underlying your critical accounting
measurements. If you prefer to include this disclosure elsewhere in your filing,
such as expanded disclosure in the notes your financial statements please
consider including a simple cross reference within your MD&A to avoid repetition.

Example SEC staff comment: Expand disclosure of critical accounting
estimates

We note certain assumptions and estimates are identified throughout your
discussion of critical accounting policies. The critical accounting policies
discussion should describe how these estimates and related assumptions were
derived, how accurate those estimates/assumptions have been in the past, and
whether the estimates/assumptions are reasonably likely to change in the future.
You should provide quantitative as well as qualitative information when
information is reasonably available. Tell us what consideration you gave to
providing these disclosures for each of the accounting policies described.
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SEC Comments
and Trends

September 2015

The SEC staff believes
disclosing the amount
of cash held overseas is
important for investors
to understand a
company's liquidity.

Example SEC staff comment: Changes in operating cash flows

Your discussion of net cash provided by operating activities does not appear to
contribute substantively to an understanding of your historical cash flows. When
preparing the discussion and analysis of operating cash flows, you should address
material changes in the underlying drivers that affect these cash flows. These
disclosures should include a discussion of the underlying reasons for changes in
working capital accounts that affect operating cash flows.

Example SEC staff comment: Foreign earnings

If significant to an understanding of your liquidity, in future filings please clarify
the amount of cash and investments held outside of the US. Additionally, to the
extent material, please describe any significant amounts that may not be
available for general corporate use related to cash and investments held by
foreign subsidiaries where you consider earnings to be indefinitely invested.
Also, address the potential tax implications of repatriation.

Example SEC staff comment: Contractual obligations

Since your payments of interest are material to your cash flows, we believe you
should include scheduled and/or expected interest payments in the table. Where
interest rates are variable and unknown, you may determine the appropriate
methodology to estimate the interest payments with disclosure of the methodology
used in your estimate. If you continue to exclude interest payments from the table,
please disclose the significant contractual terms of the debt and any other

information that is material to an understanding of these future cash flows.
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SEC Comments
and Trends

September 2015

Results of operations

Example SEC staff comment: Results of operations — quantification of factors

Please revise future filings to quantify the extent to which increases/decreases in
volume, prices, the introduction of new products, and inflation impacts of raw
materials contributed to the changes in net sales and gross profit margin and/or
segment operating profit. In addition, please quantify and more fully explain the
impact of other factors you identify that contributed to fluctuations in line items
included in income from continuing operations. Please refer to Items 303(A)}3X)
and 303(A)3)(ii) of Regulation S-X and Sections 501.12.b.3. and 501.12.b.4. of
the Financial Reporting Codification for guidance.

Example SEC staff comment: Results of operations — known trends and
uncertainties

In future filings, please enhance your MD&A to discuss the likely impact of known
trends, demands, commitments, events or uncertainties that are reasonably likely
to have material effects on your financial condition or results of operations. For
example, we note that your business is exposed to the impact of foreign exchange
fluctuations. However, you do not provide a thorough discussion of how you
believe this known trend will affect your revenues or income in future periods.
MNote that disclosure is mandatory where there is a known trend or uncertainty that
is reasonably likely to have a material effect on your financial condition or results
of operations.

24



SEC Comments
and Trends

September 2015

Results of operations

Example SEC staff comment: Results of operations — key financial metrics

You disclose that key drivers of revenue include growth in same-store sales, user
conversion and lead pricing. Please consider guantifying these drivers for each
period presented in order to supplement your results of operations discussion.
Additionally, please ensure you disclose any possible limitations associated with
calculating these metrics (e.g., the presence of fictitious or duplicate users), as
applicable. Finally, ensure that material changes and/or trends in these metrics
are addressed in your discussion of results of operations for revenue to the extent

that you have not already done so.

Example SEC staff comment: Results of operations — changes in reserve
accounts

We note from your disclosures on page XX that your inventory reserve is
relatively significant compared to your gross inventory balance. Please expand
your MD&A disclosures to explain in greater detail the factors that contribute to
the large inventory reserve. If sales of impaired inventory have impacted your
gross margins please quantify this effect in your cost of sales discussion.
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CANADIAN PERFORMANCE REPORTING BOARD

Management’s Discussion
and Ana_lysis—Gui_dance on
preparation and disclosure

July 2014

RECOMMENDED PRACTICE

The MD&A should communicate information that helps users understand
past performance and future prospects. Five key elements of the disclo-
sure framework to achieve this are:

= core business

« objectives and strategy

= capability to deliver results —resources, relationships and risk

= results and outlook

« key performance measures and indicators

Information should be presented as an integrated package, with emphasis
given to linking relevant past performance to future prospects.

RECOMMENDED PRACTICE
The MD&A should disclose the company’'s core businesses, including all
significant segments.

RECOMMENDED PRACTICE

MD&A should disclose the key features of the company's strategy, includ-
ing the underlying rationale, context and factors considered by manage-
ment in developing strategy. This rationale should relate to both internal
and external factors, and to opportunities and risks. Disclosures of key
assumptions upon which the strategy depends should indicate how
changes in these assumptions could impact the implementation of strategy.
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CANADIAN PERFORMANCE REPORTING BOARD

Management’s Discussion
and Ana_lysis—Gui_dance on
preparation and disclosure

July 2014

RECOMMENDED PRACTICE

The MD&A should describe the capability of the company as a whole
and of each core business, including each significant segment, to execute
its strategy, manage its key performance measures and indicators, and

deliver results.

RECOMMENDED PRACTICE

The MD&A should disclose risks that are material and company specific.
The MD&A should provide an objective view and clearly define key risks
that impact the company. Furthermore, the company should disclose com-
pany and segment-level risks when the company has diverse operations.

RECOMMENDED PRACTICE

The MD&A should demonstrate and communicate the ability of the com-
pany to identify and respond to key risks affecting the company. Where
possible, it should indicate the potential impacts of key risks.

RECOMMENDED PRACTICE
Risks should not be addressed in isolation—it is important to integrate

risks throughout the MD&A.
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CANADIAN PERFORMANCE REPORTING BOARD

Management’s Discussion
and Ana_lysis—Gui_dance on
preparation and disclosure

July 2014

RECOMMENDED PRACTICE

The MD&A should provide a detailed, analytical and quantified discussion
of the various factors that impact the results for items such as revenues
and expenses.

The MD&A should discuss the results for the company as a whole as well
as for each core business, including each significant segment, and provide
an analysis of past results. This analysis, together with other information,
should provide an indication of the extent to which past results will likely
impact future prospects.

RECOMMENDED PRACTICE

The MD&A should report supplementary financial measures when man-
agement determines that they will be relevant to users. A supplementary
financial measure is relevant to users when it is used by management,
in the entity’s industry or by investors. Supplementary financial measures
should be accompanied by appropriate reconciliations, explanations and
contextual disclosures.

RECOMMENDED PRACTICE

The MD&A should highlight accounting policies and critical accounting
estimates that are particularly important to understanding reported results
and should explain how these policies and estimates impact reported
results. In addition, the MD&A should address any changes in accounting
policies and estimates, including those expected to be adopted after the
period end.



CANADIAN PERFORMANCE REPORTING BOARD

Management’s Discussion
and Ana_lysis—Gui_dance on
preparation and disclosure

July 2014

RECOMMENDED PRACTICE

The MD&A should discuss the impact of fair value measurements on a
company'’s financial performance and on the carrying values of items on
its statement of financial position, and should provide management’s per-
spectives on the fair value disclosures.

RECOMMENDED PRACTICE

Companies are encouraged, but not required, to provide in the MD&A an
outlook for the company as a whole as well as for each core business,
including each significant segment. The outlook entails disclosure and dis-
cussion of significant business goals and objectives, and may also include
targets as well as discussion of the current and anticipated environment,
risks and trends that could impact the company. The nature, specificity
and periods covered by such disclosure will vary depending on the indus-
try, company and circumstances.

RECOMMENDED PRACTICE

In addition to the disclosure of goals, objectives and targets, the MD&A
should disclose other information that is considered by management to be
relevant to assessing future prospects. Such other information should be
based on management’s assessment of known and reasonably likely future
events, conditions and circumstances.
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CANADIAN PERFORMANCE REPORTING BOARD RECOMMENDED PRACTICE
*epazz The MD&A should: (3) identify and define the key performance measures
and indicators for the company, and each core business, including each sig-

Management’s Discussion nificant segment; and (b) explain their significance to strategies and results.
and Analysis— Guidance on
preparation and disclosure

Examples of external performance measures include:
*  raw material prices

foreign exchange rates

market share

interest rates

Examples of areas where internal performance can be measured could include:
July 2014 « sales pricing

» overheads

= working capital

+ research and development and new product development

+  supply chain management

+ cost containment and operating efficiency

* workforce—retention and turnover

*» customer satisfaction

*+ |eadership and governance

*+  capacity and utilization

*« innovation

*» technology

+ reputation and brand equity

+  financing

+  safety

« key performance metrics on environmental, economic and social issues 30



CANADIAN PERFORMANCE REPORTING BOARD Role of MD&A in COI"ItiI"II.IOl.IS Disclosure

RECOMMENDED PRACTICE

Management’s Discussion

and Analysis—Guidance on A company should use MD&A reporting, annual and interim, to gather,
preparation and disclosure

integrate and present information significant to users, including key infor-
mation that has previously been communicated through other channels.
In addition, companies should update, as necessary, previous disclosures
about strategy, key performance measures and indicators, capabilities, risks
and results. In this way, all significant information is disclosed and kept cur-
rent through the MD&A.

July 2014
RECOMMENDED PRACTICE

A company should use its interim MD&A to update the company’s annual

MD&A disclosures and to provide the following:

» the current quarter and year-to-date results including a comparison of
financial performance to the corresponding periods in the previous years

*» a comparison of cash flows to the corresponding period in the previ-
ous year

« a discussion of any seasonal aspects of the business that impact the
financial position, financial performance or cash flows

« a comparison of the interim financial condition to the company’s finan-
cial condition as at the most recently completed financial year end

In addition, it should update, as necessary, previous disclosures about busi-
ness strategy, key performance drivers, capabilities, risks, outlook and any

related supporting rationale. -



CANADIAN PERFORMANCE REPORTING BOARD

*epazz: RECOMMENDED PRACTICE
The analysis of actual results in an interim MD&A should include a discus-
Management's Discussion sion of progress against previously disclosed goals, objectives or targets.

and Analysis—Guidance on
preparation and disclosure

Responsibilities of Management

RECOMMENDED PRACTICE
Management should provide a statement about its responsibility for the
reliability and timeliness of information disclosed in the MD&A..

July 2014
RECOMMENDED PRACTICE

Management should provide a statement about its responsibility for effec-
tive systems, controls and processes, and should report in the MD&A the
conclusions arising from its periodic evaluation of systems controls and
procedures.

RECOMMENDED PRACTICE

The mandate of a company’s disclosure committee should include MD&A
reporting and should address this as an integral component of the com-
pany's continuous disclosure policies and practices.
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CANADIAN PERFORMANCE REPORTING BOARD

Responsibilities of Boards of Directors

RECOMMENDED PRACTICE

Companies should provide a statement about the oversight role of the
audit committee in reviewing the MD&A and the role of the board of
directors in approving the MD&A.

Management’s Discussion
and Ana_lysis—Guidance on
preparation and disclosure

Final Thoughts

nnnnnnnnnnnnnnnnnnnnnnnnnnnn

July 2014

The MD&A can be a powerful tool for management to communicate how the
company has created value and how it plans to continue doing so. The MD&A,
in combination with the financial statements, provides the opportunity for a
company to tell its story about the company’s performance, financial condition
and future prospects —to help readers understand where the company is at
compared to past objectives, where they would like to be and how they plan to
get there. The MD&A should complement and supplement the financial state-
ment information and, in doing so, help readers better understand what the
financial statements show or do not show and enable readers to make more
informed investment or lending decisions.
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DuPont Analysis: Disaggregation of ROE
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DuPont Analysis: Disaggregation of ROE
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