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What GAO Found

Congress and the Securities and Exchange Commission (SEC) require public
companies to disclose information that investors would find important when
making investment decisions. Disclosures include an annual audited financial
statement and a description of risk factors and financial performance. Accounting
firms that audit public companies must register with the nonprofit Public
Company Accounting Oversight Board (PCAOB), which Congress created in
2002 to focus on audit quality. Certain auditor responsibilities—such as
evaluating a company’s accounting estimates and ability to continue as a going
concern—can be particularly challenging in bank audits, according to PCAOB
staff, auditors, and others.

SEC is required by law to review public companies’ disclosures. However, 11
public banks—including two with more than $80 billion in assets—are not subject
to SEC review because they operate without a corporate parent known as a bank
holding company. (Two of the three banks that failed in spring 2023 operated
without a holding company. Shareholders lost more than $29 billion in
investments in these two banks between the end of 2022 and May 2023.) For
those banks, Congress charged banking regulators with certain functions and
duties of SEC. However, GAO found that banking regulators’ review processes,
unlike SEC’s, do not assess disclosures for investors’ benefit. Reassessing
disclosure review authority could help Congress determine whether changes are
needed to strengthen investor protection.
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Note: Annual disclosures include details on a company’s business, its risks, and operating and
financial results.

GAO reviewed 2021 and 2022 disclosures for the three banks that failed in
spring 2023 to analyze the information they provided about interest rate and
liquidity risks. GAO and banking regulators previously found that weak
management of these risks contributed to the banks’ failures. Although each
bank described setting thresholds for interest rate or liquidity risk, they did not
disclose when thresholds were breached or how they addressed the breaches.
SEC also identified other banks whose disclosures on these risk topics could be
improved. However, SEC staff have not provided public guidance on how
companies could assess whether breaches of interest rate or liquidity risk
tolerances are material to investors. Such guidance could help companies
assess the materiality of these details and may provide investors with the
information they need to make informed decisions.

Why GAO Did This Study

The Securities Exchange Act of 1934
and federal regulations require public
companies to provide investors with
periodic disclosures about business
risks and financial results. Three of the
30 largest U.S. banks failed in spring
2023, shortly after their financial
statement audits were completed.
Some observers raised questions about
whether auditors had properly fulfilled
their roles and whether the banks had
clearly disclosed material information.

GAO was asked to review oversight of
bank financial disclosures and external
audits. Among other objectives, this
report examines auditing standards
relevant for bank audits; oversight of
audit quality; SEC and banking
regulators’ reviews of public companies’
annual disclosures; and the failed
banks’ disclosures about selected risks
before they failed.

GAO reviewed PCAOB auditing
standards, SEC and banking regulators’
disclosure review processes, SEC
public comments to bank holding
companies, and the failed banks’
annual disclosures. GAO also
interviewed staff from SEC, banking
regulators, PCAOB, and accounting
firms, among others.

What GAO Recommends

GAO recommends that Congress
consider reassessing the authority for
reviewing annual financial disclosures
for public banks without holding
companies. GAO also recommends that
SEC staff provide guidance to help
companies assess the materiality of
information related to interest rate and
liquidity risks. SEC disagreed with the
recommendation, noting that staff
provides post-disclosure feedback as
warranted. GAO maintains SEC should
implement the recommendation.
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Abbreviations

EVE economic value of equity
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1 U.S. GOVERNMENT ACCOUNTABILITY OFFICE

441 G St. N.W.
Washington, DC 20548

September 3, 2026

The Honorable French Hill
Chairman

The Honorable Maxine Waters
Ranking Member

Committee on Financial Services
House of Representatives

Public companies must periodically disclose information material to
investors.' The Securities and Exchange Commission (SEC) sets certain
disclosure requirements and enforces laws requiring companies to
annually disclose material information on Form 10-K.2 These disclosures
include a company’s annual financial statements.? Without public
disclosures of material information, securities markets would not function
efficiently. SEC requires that an independent public accountant serve as
an external auditor to provide an opinion about the fair presentation of
annual financial statements. The Public Company Accounting Oversight
Board (PCAOB) oversees audits of public companies that are subject to
securities laws. SEC approves PCAOB’s budget and oversees its
activities.

For banks that are publicly traded (referred to as “public banks” for the
purposes of this report), disclosure of material information is also part of

In TSC Industries, Inc. v. Northway, Inc., 426 U.S. 438, 449 (1976), the Supreme Court
held that material information in proxy solicitations is information for which “a substantial
likelihood that the disclosure of the omitted fact would have been viewed by the
reasonable investor as having significantly altered the ‘total mix’ of information made
available.” See also Basic, Inc. v. Levinson, 485 U.S. 224, 232 (1988) (applying the
standard in TSC Industries in the context of Exchange Act Section 10(b) and Rule 10b-5).

2SEC regulations also require that publicly traded companies file other disclosures
periodically depending on timing and purpose. For example, companies disclose certain
types of material events on Form 8-K and provide quarterly reports for the first three fiscal
quarters of the year, which include unaudited financial statements, on Form 10-Q. In May
2026, SEC proposed amendments to allow companies to file semiannual reports in lieu of
quarterly reports to meet their interim reporting obligations under the Securities Exchange
Act of 1934, including proposed changes to financial statement requirements under
Regulation S-X to facilitate semiannual reporting. The comment period for the notice of
proposed rulemaking closed on July 6, 2026. Semiannual Reporting, 91 Fed. Reg. 24968
(May 7, 2026). As of July 2026, SEC had not issued a final rule.

SFinancial statements include details about a company’s assets, liabilities, net income,
and cash flows, among other things. Financial statements also include related notes.
17 C.F.R. § 210.1-01(b).
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the U.S. banking system’s safety-and-soundness framework.# These
disclosures allow investors in equity and debt securities to impose market
discipline by monitoring banks’ risks and financial positions and to
influence banks’ risk taking through price discovery.® The ability to impose
market discipline is an integral component of the rationale for allowing
investors to suffer losses.

Three of the 30 largest U.S. banks—First Republic Bank, Signature Bank,
and Silicon Valley Bank—failed between March 10 and May 1, 2023.
These spring 2023 bank failures raised questions about whether external
auditors had properly fulfilled their roles and whether banks’ disclosures
of material information were sufficiently transparent.

The March failures of Signature Bank and Silicon Valley Bank prompted
federal regulators to take action to protect the safety and soundness of
the financial system. For example, the Secretary of the Treasury invoked
the systemic risk exception which allowed the Federal Deposit Insurance
Corporation (FDIC) to guarantee the two banks’ uninsured deposits. The
banks’ failures cost FDIC’s Deposit Insurance Fund an estimated $19
billion as of December 31, 2025, according to FDIC staff, and prompted
FDIC to impose a special assessment on certain banks to recover the
costs.6

You asked us to examine oversight of public banks’ and bank holding
companies’ disclosures of material information and the role of their
external auditors. This report examines (1) selected external auditing
standards that present particular challenges for bank audits, (2) the extent

4Most public banks operate within a holding company structure. A bank holding company
generally is defined as a company that has control over one or more banks. 12 U.S.C. §
1841(a)(1). However, a limited number of public banks operate without a holding company
structure, as is discussed later in the report.

5Price discovery is the process of determining asset prices in the marketplace. For market
discipline to work effectively, market participants must have the information, means, and
incentives to monitor and influence banks to limit excessive risk-taking. World Bank,
Global Financial Development Report 2019/2020: Bank Regulation and Supervision a
Decade after the Global Financial Crisis (Washington, D.C.: 2020). A Federal Reserve
Bank of Chicago research paper observed that effective market discipline incorporates
two distinct components: (1) investors’ ability to evaluate a firm’s true condition and (2)
firm managers’ responsiveness to investor feedback reflected in security prices. Robert R.
Bliss and Mark J. Flannery, “Market Discipline in the Governance of U.S. Bank Holding
Companies: Monitoring Versus Influencing,” Working Paper Series, WP-2000-03
(Chicago, lll.: Federal Reserve Bank of Chicago, Mar. 6, 2000).

8FDIC officials said the total estimated loss was $34.7 billion as of December 31, 2025,
including approximately $15.8 billion for the failure of First Republic Bank.
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to which SEC oversees PCAOB’s role in monitoring audit quality, (3) the
extent to which annual disclosures are reviewed for the protection of
investors, (4) bank examiners’ communication with auditors and
examination processes for banks’ external audit programs, (5) the extent
to which FDIC has obtained civil damages against accounting firms when
banks fail, (6) the failed banks’ disclosures for selected risks, and (7)
selected investors’ views on public banks’ annual disclosures.

To address our objectives, we reviewed relevant laws, regulations,
PCAOB auditing standards, agency policies and procedures, public
inspection reports, enforcement materials, bank examination
documentation, annual financial disclosures, SEC comment letters, court
records, and published literature. We also interviewed staff or officials
from PCAOB, SEC, FDIC, the Board of Governors of the Federal Reserve
System (Federal Reserve), and the Office of the Comptroller of the
Currency (OCC), as well as representatives from the Center for Audit
Quality, accounting firms, audit committee members, and selected
investor representatives.”

For our work on auditing standards and PCAOB oversight, we reviewed
PCAOB documentation on standard setting, inspections, and
enforcement, including 2024 public inspection reports for annually
inspected firms. We selected the six accounting firms with the most audits
inspected by PCAOB in 2024; one declined to speak with us. Audit
committee members were volunteers who responded to an invitation we
developed with the National Association of Corporate Directors.

For our work on disclosure reviews, we reviewed SEC and federal
banking regulator documentation on review processes and selected
completed reviews.8 We also reviewed SEC comment letters sent from
July 2023 through December 2024 to 10 U.S.-headquartered bank

"The Center for Audit Quality represents U.S. accounting firms on matters related to the
audits of public companies.

8For FDIC, we reviewed materials for First Republic Bank and Signature Bank and for
three of nine public banks FDIC supervised and for which it reviewed disclosures as of
February 2026: the two largest by asset size and one in the middle of the asset range. For
OCC, we also analyzed documentation for the one bank disclosure review that OCC
performed for fiscal year 2024 annual disclosures. The Federal Reserve had not
completed any reviews of 2023 or 2024 annual disclosures.

Page 3 GAO0-26-107719 Bank Financial Disclosures



holding companies with assets of $50 billion or more that were not global
systemically important banks.®

For our work on failed bank disclosures, we reviewed the 2021 and 2022
Form 10-Ks for First Republic Bank, Signature Bank, and Silicon Valley
Bank’s holding company (SVB Financial Group) and described
disclosures on interest rate and liquidity risks and regulators’ conclusions
about the banks’ management of those risks. We also compared the
failed banks’ disclosures with those of the holding companies for four
operating banks, which we selected at random from 11 banks that met
our criteria for asset size, U.S. headquarters, public trading status, and
share-price declines during spring 2023.1° To obtain investor
perspectives, we interviewed representatives from the four largest credit
rating agencies, four large external money managers selected at random,
and three equity analyst firms with the largest number of rated banks.

We assessed agency activities against relevant statutory missions and
authorities, including the investor protection focus of the Sarbanes-Oxley
Act of 2002 and SEC'’s investor protection mission. We also reviewed
literature identified through searches of scholarly databases for peer-
reviewed articles published from January 2015 through February 2025.
For more detailed information on our scope and methodology, see
appendix I.

We conducted this performance audit from July 2024 to September 2026
in accordance with generally accepted government auditing standards.
Those standards require that we plan and perform the audit to obtain
sufficient, appropriate evidence to provide a reasonable basis for our
findings and conclusions based on our audit objectives. We believe that
the evidence obtained provides a reasonable basis for our findings and
conclusions based on our audit objectives.

9We excluded foreign companies because they are required to submit disclosures on a
form other than Form 10-K. We excluded global systemically important banks because
their size and scope of activities differ from those of the banks that failed in spring 2023.

10We selected public bank holding companies whose share price declined by at least 10
percent from January 3, 2023, to March 10, 2023 (the day Silicon Valley Bank was closed)
and by at least 15 percent from January 3, 2023, to May 1, 2023 (the day First Republic
Bank was closed).
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Background

Financial Statement Audits An independent public company audit is intended to provide reasonable
and External Auditor assurance about whether management has fairly presented a company’s
Responsibilities financial statements, in all material respects, in conformity with U.S.

generally accepted accounting principles.'" The auditor must also express
an opinion on the effectiveness of the company’s internal control over
financial reporting, when required.'2 Accounting firms that perform
external audits are hired by and report to a company’s audit committee,
which is made up of members of the board of directors unaffiliated with
company management.

PCAOB sets auditing and professional practice standards for external
auditors of all public companies.'? For example, auditors must adhere to

general principles and responsibilities, including the following:

« Independence. Auditors must remain independent from the company
they are auditing both in fact and appearance.

o Due professional care. Auditors must perform work with reasonable
care and diligence, exercise professional skepticism (i.e., approach
work with critical thinking and readiness to challenge information
rather than accept it at face value), act with integrity, and comply with
applicable professional and legal requirements.

« Competence. Auditors must have the knowledge, skill, and ability to
perform their assigned activities in accordance with professional and
legal requirements and firm policies.

In forming the audit opinion, the auditor is required to obtain reasonable assurance
about whether the financial statements are free from material misstatement due to fraud or
error. Under SEC rules, foreign private issuers are permitted to prepare their financial
statements in accordance with International Financial Reporting Standards, as issued by
the International Accounting Standards Board, without reconciling them to U.S. generally
accepted accounting principles.

12The requirements are established in the Sarbanes-Oxley Act of 2002. See 15 U.S.C. §
7262.

13Auditing standards for entities not subject to the oversight authority of PCAOB (e.g.,

private companies) are established by the American Institute of Certified Public
Accountants.
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« Professional judgment. Auditors must apply relevant training,
knowledge, and experience to make informed decisions and reach
well-reasoned conclusions. 4

As part of a financial statement audit, PCAOB standards require the
external auditor to obtain an understanding of the audited company,
including matters affecting the industry in which the company operates. >
In addition, external auditors’ responsibilities go beyond auditing the
financial statements. For example, PCAOB standards require the external
auditor to read other information that accompanies—but is not part of—
the financial statements to consider whether that information is materially
inconsistent with the financial statements.6

Public Companies’
Required Annual
Disclosures

The Securities Exchange Act of 1934 established the requirement for
public companies, including public banks and bank holding companies, to
periodically report certain financial information through disclosures. SEC’s
Regulation S-X sets forth requirements for financial statements to be filed
as part of registration statements and annual or other reports under the
Securities Act of 1933 and the Securities Exchange Act of 1934.
Regulation S-K establishes the specific information that public companies
must disclose annually on SEC Form 10-K. These annual disclosures
include details on a company’s business, the risks it faces, and the
operating and financial results for the fiscal year.

The Form 10-K section on management’s discussion and analysis of
financial conditions and results of operations provides the company’s
perspective on its business results from the past fiscal year. Specifically,
the section presents information about the company’s operations and
financial results, including its liquidity and capital resources and any
known trends or uncertainties that could materially affect its financial
results. If those uncertainties include key business risks and actions it is
taking to address them, this section could include those as well. For
example, a bank holding company may discuss how management
monitors liquidity and ensures adequate capital under various scenarios,
such as a rise in interest rates or a credit rating downgrade.

14Public Company Accounting Oversight Board, “General Responsibilities of the Auditor in
Conducting an Audit,” Auditing Standards, AS 1000.

15In a banking context, this would include being aware of regulators’ supervisory
guidance, according to PCAOB staff.

16Public Company Accounting Oversight Board, “Other Information in Documents
Containing Audited Financial Statements,” Auditing Standards, AS 2710.
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The Sarbanes-Oxley Act of 2002 requires SEC to review the filings of all
public bank holding companies and most other public companies at least
once every 3 years.'” However, certain public banks that operate without
a bank holding company structure are not subject to SEC’s authority to
review annual disclosures and other filings under the Securities Exchange
Act of 1934. The law instead charges the federal banking regulators—
FDIC, the Federal Reserve, and OCC—with the powers, functions, and
duties of SEC to administer and enforce various provisions of the act for
FDIC-insured banks and savings and loan associations without holding
companies.'® Two of the banks that failed in spring 2023—First Republic
Bank and Signature Bank—operated without holding companies.

Causes Common to the
Spring 2023 Bank Failures

We and banking regulators identified several causes of the First Republic
Bank, Signature Bank, and Silicon Valley Bank failures that were common
across the three banks.'® We describe these factors in detail below.

Fast growth and reliance on uninsured deposits for growth. Prior to
their failures, all three banks grew more rapidly than most of their peers,
with their growth relying on high levels of uninsured deposits—which can
be an unstable source of funding in times of stress.2° For each bank,
deposit withdrawals, particularly for uninsured deposits, accelerated

17Pub. L. No. 107-204, § 408, 116 Stat. 745, 790 (2002) (codified at 15 U.S.C. § 7266).

183ecurities Exchange Act of 1934, Pub. L. No. 73-291, § 12(i), 48 Stat. 881 (codified as
amended at 15 U.S.C. § 78I(i)).

19GAO, Bank Regulation: Preliminary Review of Agency Actions Related to March 2023
Bank Failures, GAO-23-106736 (Washington, D.C.: Apr. 28, 2023) and Bank Supervision:
More Timely Escalation of Supervisory Action Needed, GAO-24-106974 (Washington,
D.C.: Mar. 6, 2024); Federal Deposit Insurance Corporation, Chief Risk Officer, Office of
Risk Management and Internal Controls, FDIC’s Supervision of First Republic Bank
(Washington, D.C.: Sept. 8, 2023) and FDIC’s Supervision of Signature Bank
(Washington, D.C.: Apr. 28, 2023); Federal Deposit Insurance Corporation, Office of
Inspector General, Material Loss Review of First Republic Bank, EVAL-24-03 (Arlington,
Va.: Nov. 28, 2023) and Material Loss Review of Signature Bank of New York, EVAL-24-
02 (Arlington, Va.: Oct. 23, 2023); Board of Governors of the Federal Reserve System,
Review of the Federal Reserve’s Supervision and Regulation of Silicon Valley Bank
(Washington, D.C.: Apr. 28, 2023); Office of Inspector General for the Board of Governors
of the Federal Reserve System and the Consumer Financial Protection Bureau, Material
Loss Review of Silicon Valley Bank, 2023-SR-B-013 (Washington, D.C.: Sept. 25, 2023).

20We found that from 2019 to 2021 the total assets of Silicon Valley Bank and Signature
Bank grew by 198 percent and 134 percent, respectively. That compared to a median
growth rate of 33 percent for a group of peer banks. GAO-23-106736. The FDIC Office of
Inspector General found that First Republic’s total assets grew by 21 percent annually
between 2019 and 2022, while assets for banks in First Republic’s peer group grew by 11
percent. Federal Deposit Insurance Corporation, Material Loss Review of Signature Bank.
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rapidly before failure.2! This reduced the banks’ liquidity—the available
funding to respond to depositors’ withdrawal demands—to the point
where regulators had to close the banks.

Highly concentrated depositor bases or asset mixes. All three failed
banks had concentrations in their depositor bases or asset mixes that left
them vulnerable to catalysts such as rising interest rates and contributed
to their failures. For example, First Republic Bank was not particularly
concentrated within its depositor base; its 10 largest depositors made up
3.83 percent of total deposits, according to the FDIC Office of Inspector
General. However, its volume of loans and leases was 94 percent of
deposits, compared to a peer group average of 62 percent.22 Both
Signature Bank and Silicon Valley Bank had concentrations in their
depositor bases and asset mixes that contributed to their failures.

In addition, an April 2023 Federal Reserve report on the failure of Silicon
Valley Bank found that a combination of social media, highly networked
and concentrated depositor bases, and technology may have
fundamentally changed the speed of bank runs.23 Social media enabled
depositors to instantly spread concerns about a bank run, and technology
enabled immediate deposit withdrawals.

Weaknesses in management of liquidity or interest rate risks.
Federal banking regulators identified a lack of liquidity as a cause of
failure at all three banks. Immediately before failure, none of the banks
had enough available assets to respond to all depositors seeking to
withdraw their deposits. In some cases, management’s failure to
anticipate liquidity needs exacerbated this risk. For example, Signature
Bank management had not taken steps to position the bank to borrow
from the Federal Reserve System.

21An FDIC staff analysis found that uninsured deposits fell steeply between March 7 and
March 17, 2023, with each of the three banks losing more than half of its deposits during
that period, excluding a $30 billion infusion provided to First Republic Bank by a
consortium of other banks. Federal Deposit Insurance Corporation, Dissecting Depositor
Flight: An Analysis of the Spring 2023 Bank Failures, Staff Studies (Washington, D.C.:
May 2026), 5.

22Federal Deposit Insurance Corporation, Material Loss Review of First Republic Bank.

23Board of Governors of the Federal Reserve System, Review of the Federal Reserve’s
Supervision and Regulation of Silicon Valley Bank.
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Accounting Estimates
and Going Concern
Can Present
Particular Challenges
for Auditors at Banks

In addition, rising interest rates throughout 2022 led to declines in the fair
value of loans and securities relative to those assets’ book values.?* At
First Republic Bank and Silicon Valley Bank, these losses—although
unrealized—negatively impacted investor confidence in the banks and
spurred bank runs, according to an FDIC analysis.?® The Federal
Reserve’s report concluded that the underlying issue in Silicon Valley
Bank’s failure was solvency, not liquidity issues arising from deposit
withdrawals.28 In addition, as we described in 2023, according to Federal
Reserve staff and examination documents, Silicon Valley Bank did not
effectively manage the interest rate risk of securities or develop
appropriate interest rate risk management tools, models, or metrics.2”

Evaluating accounting estimates and a company’s ability to continue
operating as a going concern can present particular challenges for
external auditors at banks, according to PCAOB staff, accounting firm
representatives, banking regulators, and others we interviewed.

Auditing Accounting
Estimates

Bank management must prepare accounting estimates for various
financial line items, such as allowances for credit losses and the fair value
of certain debt securities. Such estimates are subject to measurement
uncertainty. PCAOB standards require auditors to obtain sufficient
appropriate evidence to determine whether accounting estimates in
significant accounts and disclosures are properly accounted for and

24The Federal Open Market Committee raised the federal funds rate from a range of 0 to
25 basis points at the start of 2022 to a range of 425 to 450 basis points by the end of
2022. (A basis point is 1/100™ of a percentage point.) Fair value refers to the price that
would be received to sell an asset or paid to transfer a liability in an orderly transaction
between market participants at a specified date, according to the nonprofit Financial
Accounting Standards Board, which SEC designated to set accounting standards for
public companies.

25Unrealized gains or losses reflect the difference between fair value and cost of debt
securities.

26Board of Governors of the Federal Reserve System, Review of the Federal Reserve’s
Supervision and Regulation of Silicon Valley Bank, 2. Liquidity reflects a financial
institution’s ability to fund assets and meet financial obligations, according to FDIC. A
bank becomes insolvent when it cannot meet its financial obligations, such as when total
liabilities exceed its total assets.

21GAO-23-106736.
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disclosed.?8 The standards require auditors to identify estimates in
significant accounts and disclosures in financial statements, understand
management’s process for preparing the accounting estimates, and
identify and assess risks of material misstatement related to the
estimates.

PCAOB standards also require auditors to report on matters that involve
especially challenging, subjective, or complex auditor judgment, known as
critical audit matters.2° At banks, the allowances for credit losses—
accounting estimates for expected uncollectible amounts—are often
critical audit matters.30 KPMG, the accounting firm that audited each of
the three failed banks, included a critical audit matter on allowance for
credit losses for each company’s 2022 financial statement audit.

For loans, allowances for credit losses act as a reserve that reduces the
total loan value to reflect the net amount expected to be collected over
the life of the asset. Allowances for credit losses are also recognized for
certain debt securities. This area can be challenging to audit, according to
PCAOB staff, accounting firm representatives, Center for Audit Quality
staff, and audit committee members. PCAOB staff noted that estimating a
bank’s allowance for credit losses may involve significant management
judgment and complex models.3

Auditing a bank’s intent and ability to continue to hold debt securities
classified as “held-to-maturity” can also be challenging, according to
Center for Audit Quality staff. Management’s classification of debt

28Public Company Accounting Oversight Board, “Auditing Accounting Estimates, Including
Fair Value Measurements,” Auditing Standards, AS 2501.

29Critical audit matters are intended to increase transparency in audit reports. PCAOB
auditing standards define a critical audit matter as any matter arising from the audit of the
financial statements that was communicated or required to be communicated to the audit
committee and that (1) relates to accounts or disclosures that are material to the financial
statements and (2) involved especially challenging, subjective, or complex auditor
judgment. See Public Company Accounting Oversight Board, “The Auditor's Report on an
Audit of Financial Statements When the Auditor Expresses an Unqualified Opinion,”
Auditing Standards, AS 3101.

30In 2016, the Financial Accounting Standards Board issued an update that introduced the
current expected credit losses methodology for estimating allowances for credit losses.
Financial Accounting Standards Board, “Financial Instruments—Credit Losses (Topic
326),” Financial Accounting Series, Accounting Standards Update No. 2016-13 (Norwalk,
Conn.: June 2016).

31public Company Accounting Oversight Board, Spotlight: Bank Financial Reporting
Audits, Staff Report (Washington, D.C.: Sept. 2024).
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securities as held-to-maturity or available-for-sale can have important
implications for the bank’s income and equity levels because the
classification dictates how unrealized gains and losses affect the bank’s
balance sheet and regulatory capital. Specifically, the balance sheet
recognizes held-to-maturity debt securities at amortized cost (net of an
allowance for credit losses), while it recognizes available-for-sale
securities at fair value.32 (Unrealized losses on debt securities classified
as held-to-maturity contributed to the failures of First Republic Bank and
Silicon Valley Bank.) Hence, auditors may need to use significant
judgment when applying audit procedures to determine the
reasonableness of banks’ classification of debt securities.

Auditing Going Concern

Both auditors and company management must evaluate whether there is
substantial doubt about a company’s ability to continue as a going
concern. Specifically, for auditors, PCAOB standards require evaluating
whether there is substantial doubt about a company’s ability to continue
as a going concern for a reasonable period.33 However, the auditor is not
responsible for predicting future conditions or events, including those that
lead to a company’s failure to continue as a going concern. Under
accounting standards, management is also required to consider

32| addition, the fair value of held-to-maturity securities and amortized cost of available-
for-sale securities are disclosed on the notes to the financial statements. For public
companies, unrealized gains and unrealized losses at the end of the reporting period for
both available-for-sale and held-to-maturity securities are also disclosed in the notes to
the financial statements.

33PCAOB defines a reasonable period as up to 1 year beyond the date of the financial
statements being audited. Public Company Accounting Oversight Board, “Consideration of
an Entity’s Ability to Continue as a Going Concern,” Auditing Standards, AS 2415. The
Securities Exchange Act of 1934 also requires audits of issuers to include an evaluation of
whether substantial doubt exists regarding a company’s ability to continue as a going
concern over the ensuing fiscal year. 15 USC 78j-1(a)(3).
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conditions and events that raise substantial doubt about a company’s
ability to continue as a going concern.34

Banks present challenges for an auditor’s evaluation of going concern
due to safety and soundness and other unique considerations.
Regulators’ actions and requirements to improve safety and soundness
can affect going concern assessments, according to OCC officials.®> A
going concern warning—a statement in the public audit report that the
auditor has substantial doubt about a bank’s status as a going concern—
could undermine depositor and investor confidence, according to Federal
Reserve and OCC officials. Two investor representatives told us that such
a warning could become a self-fulfilling prophecy if it led many depositors
to withdraw their deposits in a compressed time frame. Under such a
scenario, even a solvent bank could fail due to a lack of short-term
liquidity needed to respond to depositors’ withdrawals. OCC officials
added that a going concern warning could also have a contagion effect,
affecting safety and soundness at other banks.

Maturity mismatches between banks’ assets and liabilities and exposure
to credit risk are among the reasons an external auditor’s going concern
assessment for banks differs from that for other companies, according to
a 2014 publication by the Bank for International Settlements.3¢ For
example, banks generally rely on short-term deposits and other short-
term liabilities for significant funding, and a loss of confidence by

34Financial Accounting Standards Board, “Presentation of Financial Statements—Going
Concern (Subtopic 205-40),” Financial Accounting Series, Accounting Standards Update
No. 2014-15 (Norwalk, Conn.: Aug. 2014). This accounting standard states that
substantial doubt about an entity’s ability to continue as a going concern exists when
conditions and events, considered in the aggregate, indicate that it is probable that the
entity will be unable to meet its obligations as they become due within 1 year after the
date that the financial statements are issued or available to be issued. PCAOB standards
state that if the auditor concludes that substantial doubt exists after considering the
identified conditions and events and management’s plans for mitigating the adverse
effects, the auditor should include an explanatory paragraph in the audit report. If the
auditor concludes that a company’s disclosures on its ability to continue as a going
concern for a reasonable period are inadequate, this may result in a qualified or adverse
audit opinion.

35In 2018, researchers found that FDIC actions against banks (e.g., civil money penalties,
cease-and-desist orders) for unsafe or unsound practices were a significant determinant
of going-concern opinions in the banking sector. Adi Masli, Christine Porter, and Susan
Scholz, “Determinants of Auditor Going Concern Reporting in the Banking Industry,”
Auditing: A Journal of Practice & Theory, vol. 37, no. 4 (2018):187-205.

36Basel Committee on Banking Supervision, External Audits of Banks (Bank for
International Settlements, Mar. 2014). A maturity mismatch occurs when the maturities of
a bank’s liabilities do not align with the maturities of its assets.
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depositors and other creditors in a bank’s solvency can quickly result in a
liquidity crisis, the source concluded. Center for Audit Quality staff told us
that banks can appear financially sound right up until a liquidity event or
loss of depositor confidence occurs, which may be after the audit report
date. First Republic Bank, Signature Bank, and Silicon Valley Bank each
experienced significant deposit runs and failed within a few months of
receiving clean audit opinions from KPMG.37

The auditing standard for going concern at public companies in the United
States has not undergone significant revision since 1988.3 PCAOB has
made several efforts to revise the standard, starting in 2009. PCAOB staff
said competing views among industry and investor stakeholders have
made revising the standard challenging. Stakeholder interest is higher for
this standard because it requires the auditor to opine on the business
itself, PCAOB staff said.3°

PCAOB announced in 2024 that it intended to publish a new proposal to
amend the going concern standard in 2025. However, as of June 2026,
PCAOB had not released this proposal. PCAOB staff said in July 2025
they delayed the release because of anticipated leadership changes at
PCAOB, which occurred in February 2026.4° In June 2026, PCAOB
issued a request for public comment about the overall PCAOB standard-
setting process.*!

37We did not assess the quality of KPMG’s audits of these banks, including whether
KPMG should have issued a going concern warning for any of the banks.

38Upon its formation, PCAOB adopted existing American Institute of Certified Public
Accountants auditing standards, including the auditor’s requirement to evaluate going
concern. American Institute of Certified Public Accountants, “The Auditor's Consideration
of an Entity’s Ability to Continue as a Going Concern,” Statement on Auditing Standards,
SAS 59 (1988) and PCAOB Release No. 2003-006, “Establishment of Interim Professional
Auditing Standards” (Washington, D.C.: April 18, 2003).

39PCAOB staff discussed the auditor’s going concern evaluation with its expert advisory
group on at least four occasions—in 2009, 2011, 2012, and 2014. PCAOB staff said the
advisory group members provided a range of views and comments for PCAOB to
consider.

40A new PCAOB chairman and two new board members were sworn in to the five-
member board in February 2026.

41Public Company Accounting Oversight Board, “Request for Public Comment on PCAOB
Standard Setting,” PCAOB Release No. 2026-005 (Washington, D.C.: June 23, 2026).
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PCAOB Uses Multiple
Tools to Promote
Audit Quality, and
SEC Initiated a New
Examination of Its
Inspection Process

PCAOB Uses Multiple
Means to Establish and
Improve Audit Quality

The Sarbanes-Oxley Act of 2002 established PCAOB as a nonprofit
corporation to oversee the audits of companies that are subject to
securities laws and related matters to protect the interests of investors
and further the public interest in the preparation of informative, accurate,
and independent audit reports.42 PCAOB’s oversight of audit quality
includes adopting and revising auditing standards and inspecting
PCAOB-registered public company accounting firms. PCAOB also has
authority to conduct investigations and disciplinary proceedings related to
registered public accounting firms and associated persons. PCAOB said
that its periodic revisions and updates to auditing and related professional
standards are based on the areas prioritized by PCAOB leadership.
PCAOB and SEC follow a process that incorporates research and public
feedback before revising auditing standards (see fig. 1).

42pyb. L. No. 107-204, § 101, 116 Stat. 745, 750 (codified as amended at 15 U.S.C. §
7211).
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Figure 1: General Process for Revising Public Company Auditing Standards
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Staff conduct PCAOB issues a proposal to Board members vote to adopt SEC publishes notice of the SEC commissioners consider
preliminary research revise the audit standard. the proposed changes to the proposed revised standard and comments received and vote
and analysis to PCAOB solicits public standard and file it with the provides opportunity for the to approve or disapprove the
quantify potential comment on potential changes Securities and Exchange public to comment. proposed revised standard or
effects of changes to to standards before adopting Commission (SEC). to institute proceedings to
standard. changes. determine whether the

— standard should be
@ disapproved.

Source: GAO analysis of the Sarbanes-Oxley Act of 2002 and Public Company Accounting Oversight Board (PCAOB) documents; GAO (icons). | GAO-26-107719

PCAORB staff said the board’s standard-setting process is designed to
incorporate public feedback before PCAOB submits a standard to SEC
for approval. Staff said this process helps PCAOB anticipate public
feedback and facilitate SEC’s review of the proposed standard.

To assess audit quality, PCAOB administers an inspection process that
assesses a sample of public company audits from registered accounting
firms. PCAOB annually inspects accounting firms that regularly issue
audit reports for more than 100 public companies and inspects smaller
firms—those that issue audit reports for 100 or fewer public companies—
at least every 3 years. During inspections, PCAOB staff review the audit
sample for compliance with PCAOB auditing standards and SEC
independence rules. In selecting audits for review, PCAOB generally uses
both risk-based and random methods of selection. PCAOB staff said
reviews generally focus attention on audit areas with more complexity or
significance, with increased risk of material misstatement, or with
recurring deficiencies. For example, staff said that auditors’ procedures to
test the allowance for credit losses are frequently selected as a focus
area of PCAOB reviews of bank audits.

Following each inspection, PCAOB publishes a public report that
summarizes the results, including the number of audits found to have a
single deficiency or multiple deficiencies. Deficiencies can involve
insufficient evidence to support conclusions or noncompliance with
PCAOB standards or certain SEC or PCAOB rules, such as those relating
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to auditor independence.*3 Each report includes statistics on the number
of deficiencies found during the inspection, such as the number of audits
with deficiencies by the audited company’s size or industry, or by the
relevant audit standard.

In addition, PCAOB has the authority to pursue sanctions for violations of
auditing standards and failures of auditor independence, among other
things.#4 Both PCAOB and SEC may seek monetary penalties and
remedial measures, including temporary or permanent suspensions.
PCAOB regularly coordinates its enforcement efforts with SEC, PCAOB
staff said. SEC may refer matters to PCAOB for investigation, or vice
versa. PCAOB must report all disciplinary sanctions to SEC, and SEC
may review PCAOB’s disciplinary sanctions and modify or cancel them as
appropriate.4®

After the 2023 Bank
Failures, PCAOB
Assessed Emerging Risks
for Bank Holding
Company Audits

Shortly after the spring 2023 bank failures, PCAOB assessed potential
risks for bank holding company audits. In particular, PCAOB conducted
interim inspections of selected audits and surveyed accounting firms to
better understand how auditors were responding to emerging risks for
banks. PCAOB found that certain audit teams did not revisit risk
assessments as interest rates continued to rise during this period.46
PCAOB also concluded that some auditors did not identify potential
financial reporting or internal control over financial reporting
considerations associated with rising interest rates. However, some
auditors also took steps after the bank failures that improved audit quality,
PCAOB found. For example, auditors generally increased communication

43PCAOB’s inspection process also assesses accounting firms’ system of quality controls,
but the results are not included in the public report. However, results can be included in a
subsequent public report if the accounting firm does not remediate issues identified within
12 months.

44SEC’s Regulation S-X sets forth requirements for financial statements to be filed as part
of registration statements and annual or other reports under the Securities Act of 1933
and the Securities Exchange Act of 1934. It sets forth rules requiring the auditor to be
independent from the audited client. Accordingly, the regulation places restrictions on
financial, employment, and business relationships between an accountant and an audit
client and restrictions on an accountant providing certain non-audit services to an audit
client. PCAOB also maintains its own ethics and independence rules.

45SEC may review PCAOB disciplinary sanctions and may affirm, modify, or overturn
them in accordance with section 107 of the Sarbanes-Oxley Act of 2002. 15 U.S.C. §
7217(c).

46pyblic Company Accounting Oversight Board, Spotlight: Bank Financial Reporting
Audits.
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with bank management and evaluated whether risks that contributed to
the bank failures were present at the audited bank.

PCAOB also augmented its annual audit-firm inspection process for 2023
to better address risks in the banking industry. In particular, PCAOB
selected additional bank audits for its audit-review sample during regular
inspection cycles in 2023 and 2024. In 2024, for the 14 accounting firms
that underwent annual inspections, PCAOB reviewed 96 audits of
financial companies out of 434 total audits in that sample. This was the
most out of any industry, PCAOB staff said.4” The audit selection process
incorporated risks related to interest rates and market volatility.

SEC Recently Initiated Its
First Examination of
PCAOB’s Audit-Firm
Inspections Since 2009

SEC’s mission includes protecting investors, and agency officials said
SEC’s PCAOB examinations are one way SEC supports this mission by
helping to promote audit quality. SEC’s Division of Examinations is
responsible for conducting risk-based examinations of various SEC-
regulated entities, including PCAOB.

In September 2025, the division initiated the first examination of PCAOB’s
audit-firm inspection process since 2009, according to agency officials
and planning documents. This examination was ongoing as of March
2026. Agency officials said the examination is assessing how PCAOB’s
procedures and organization promote the uniform application of
inspection activities.

SEC officials said they prioritized examining PCAOB’s audit-firm
inspection process as part of a broader fiscal year 2026 examination for
several reasons: (1) the process is a key PCAOB function for assessing
audit quality, (2) a significant period had elapsed since the previous
examination of PCAOB’s audit-firm inspections, and (3) officials noted
industry concerns about inconsistencies in inspection results.

Although the division initiated an examination of PCAOB’s audit-firm
inspection process in September 2025, PCAOB’s analysis of inspection
results and other publicly available information indicated that the process
and its results presented potential risks for SEC to assess before 2025.
Specifically, PCAOB staff and board leadership cited concerns with what
they viewed as high or increasing deficiency rates from 2022 through

47PCAOB reports statistics based on the industry of the audited company. The financial
category includes bank holding companies, as well as other financial services companies,
such as consumer finance and insurance firms.
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2024, which led to their conclusions that audit quality was declining.48
These results would merit closer review by SEC to assess PCAOB’s
conclusions. Academic studies also have raised questions related to
PCAOB inspections. For example, one peer-reviewed 2021 study found
that PCAOB inspection activity led auditors to become more conservative
in estimating loan losses and this led to less accurate estimates overall.4°
A separate study summarizing the experiences of a nongeneralizable
sample of 20 auditors whose work PCAOB had inspected noted
disagreement with PCAOB’s approaches to assessing audit risk and
determining thresholds for necessary documentation.

SEC officials cited limitations in resources and relevant staff experience in
the Broker-Dealer and Exchange Examination Program, which previously
had responsibility for examinations of PCAOB. Officials said these
limitations affected the division’s ability to dedicate resources to
examining PCAOB. However, SEC has examined other PCAOB activities
since 2009. For example, the division examined PCAOB’s inspection
program for auditors of broker-dealers in 2023 and its governance and
internal policies in 2022.5

In January 2026, the division moved responsibility for examining PCAOB
from the Broker-Dealers and Exchanges Examination Program to the
FINRA and Securities Industry Oversight Examination Program, which
reviews certain self-regulatory organizations. Agency officials said this
change would allow the division to better examine PCAOB because the

48pyblic Accounting Oversight Board, 2023 Annual Report (Washington, D.C.: Mar. 28,
2024). Spotlight: Staff Update on 2023 Inspection Activities, Staff Report (Washington,
D.C.: Aug. 2024); and Spotlight: Staff Update on 2024 Inspection Activities, Staff Report
(Washington, D.C.: Mar. 2025). PCAOB observed that audit deficiency rates increased in
2022 and 2023. In 2024, PCAOB observed that rates remained elevated, despite
improvements in overall deficiency rates. However, the inspection sample is non-random
and does not have enough statistical power to provide reasonable estimates of deficiency
rates for all audits conducted during the year or to compare results across years.

49Sarah Stuber and Chris Hogan, “Do PCAOB Inspections Improve the Accuracy of
Accounting Estimates?” Journal of Accounting Research, vol. 59, no. 1 (Mar. 2021). The
loan-loss accounting methodology used during the study period was subsequently
replaced with a new methodology.

50Lindsay M. Johnson, Marsha B. Keune, and Jennifer Winchel, “U.S. Auditors’
Perceptions of the PCAOB Inspection Process: A Behavioral Examination.” Contemporary
Accounting Research, vol. 36, no. 3 (Fall 2019).

51PCAOB has oversight responsibility for audits of broker-dealer firms registered with
SEC. PCAOB began inspecting broker-dealer audits in 2011. This inspection process is
separate from PCAOB’s audit-firm inspection process for issuer audits.
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Federal Banking
Regulators’
Disclosure Reviews
Are Less Investor
Focused than SEC’s
Reviews

FINRA and Securities Industry Oversight Examination Program had more
available resources and relevant staff expertise. In addition, officials
stated that the program’s focus on self-regulatory organizations was more
closely related to PCAOB’s mission.52

Initiating a new examination of PCAOB'’s inspection process in 2025
affords SEC the opportunity to assess how well PCAOB is using its
inspection process to oversee audits of public companies, which supports
SEC and PCAOB'’s shared investor protection mission. Examination
findings can help SEC identify whether PCAOB should take steps to alter
or improve its process for inspecting accounting firms and interpreting
inspection results.

SEC Reviews Bank
Holding Company
Disclosures and Requests
Changes to Improve
Information for Investors

Review Process and Staff
Responsibilities

SEC’s Division of Corporation Finance is responsible for reviewing annual
disclosures. According to Corporation Finance procedures, the review
process does not guarantee that a company’s disclosure is complete and
accurate; responsibility for complete and accurate disclosure lies with
company management. However, the review process can help
companies improve their disclosures, thereby enhancing investors’
understanding of the company’s business. This improved understanding
allows investors to help fulfill their market discipline function, which can
help discourage companies from taking excessive risks.

The division developed policies and procedures for reviewing disclosures
for all public companies, including bank holding companies. To review
disclosures that companies include in Form 10-K, staff assess whether
the filing includes certain required disclosure elements, as discussed

52\When Congress created PCAOB in 2002, it directed SEC to treat PCAOB as a self-
regulatory organization in certain contexts.
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Comments on Bank Holding
Companies’ Disclosures

below.53 Staff also assess whether, in light of the circumstances under
which the disclosures are made, the disclosures are sufficient to make
required statements not materially misleading.

SEC instructs its Corporation Finance staff to consider what information
would be material to investors and to tailor the review to the specific
company’s business. Materiality depends on the facts and circumstances
of each company. Examiners collect information about the company’s
background to assess materiality, SEC officials said. A bank holding
company’s business strategy may also affect how Corporation Finance
staff review annual disclosures, according to Corporation Finance staff.
For example, if a bank holding company’s business line is concentrated in
traditional banking services, such as deposit taking and lending to
businesses, the complexity of the business may affect the extent to which
the review focuses on credit quality of loans and the composition of
deposits, as opposed to other aspects of the review.

Corporation Finance primarily employs accountants and attorneys to
review disclosures. For bank holding companies, an accountant examiner
assesses a company’s annual disclosures, after which an accountant
reviewer performs a second review of both the disclosures and the
examiner’s initial analysis. An attorney examiner and reviewer may also
be assigned to conduct a legal review, when warranted. Corporation
Finance instructs review teams to apply their industry knowledge and
professional judgment in assessing disclosures. For example, review
teams are expected to draw on their prior experience in evaluating
disclosures by key competitors and companies in the same industry.

Corporation Finance staff review Form 10-K filings for the specific
information Regulations S-K and S-X require for all public companies, as
well as for bank-specific information. Specifically, Regulation S-K contains
six additional reporting requirements applicable to bank holding
companies. These disclosure requirements relate to the distribution of
assets, liabilities, and stockholders’ equity; interest rates and interest
differential; investments in debt securities; loan portfolio; allowance for
credit losses; and deposits. After the spring 2023 bank failures,
Corporation Finance staff reviewed relevant bank holding company
disclosures more extensively, according to remarks from an SEC

53SEC staff also review other periodic and current reports from public companies,
including bank holding companies.
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official.* These disclosures included those on interest rate risk, liquidity
risk, and lending, such as commercial real estate loan portfolios.

After reviewing the disclosures, Corporation Finance staff may issue
written comments to the company requesting additional information or
clarifications for investors. These comments are public and posted on
SEC’s website. We analyzed 10 letters in which Corporation Finance staff
requested changes to bank holding companies’ disclosures.% The
comments requested additional information on topics including the
following:

Liquidity and deposits. Corporation Finance staff reviewed disclosures
related to deposits and focused on the composition of deposits and the
percentage of brokered or uninsured deposits.? Specifically, in three
comment letters, staff asked the bank holding companies to include
additional discussion of the effect that brokered deposits and the
concentrations of brokered deposits or uninsured deposits had on the
companies. SEC’s comments included requests to consider adding
details where additional clarity could be material, such as details about
factors that could materially increase or decrease liquidity.

Lending portfolios. In four letters, Corporation Finance staff asked bank
holding companies to consider including additional disaggregated
information about their commercial real estate loan portfolios, such as
details on geographical location, industry type, and loan-to-value ratio.
Staff said these details would have provided more meaningful information
to investors. In two letters, Corporation Finance staff asked companies to
provide the extent of their loan exposure by borrower type, such as office,
retail, hotel, and multifamily. In another letter, staff asked the company to
explain the underlying reasons for nonperforming loans in its loan
portfolio by loan category.

Other topics. Corporation Finance staff also requested that some of
these companies revise future disclosures in areas including allowance

S4Erik Gerding, “The State of Disclosure Review,” remarks at 2024 SEC Speaks
Conference (Washington, D.C.: June 24, 2024).

55We selected 10 U.S. bank holding companies with assets of $50 billion or more for
which Corporation Finance staff issued a comment letter from July 2023 through
December 2024. For more details about our process for selecting these comment letters
for review, see app. I.

56Brokered deposits are deposits that are obtained, directly or indirectly, through
assistance of a deposit broker.
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for credit losses, internal control over financial reporting, and use of
measures that do not conform with U.S. generally accepted accounting
principles.

Unlike SEC’s Process,
Banking Regulators’
Reviews Do Not Require
Assessing Disclosures for
Investor Protection
Purposes

We analyzed the banking regulators’ annual disclosure review processes
for banks without holding companies and found that, unlike SEC’s
process, none require staff to qualitatively assess the content of annual
disclosures. Such assessments would include evaluating whether
required statements are not materially misleading and whether
disclosures contained sufficient detail about the banks’ financial condition
for investors.

Banking regulators were responsible for reviewing annual disclosures for
11 publicly held banks without holding companies as of December 31,
2025. FDIC supervised nine of these banks, whose assets ranged from
less than $1 billion to almost $41 billion as of December 31, 2025. OCC
supervised the other two, whose assets were between $87 billion and $89
billion as of that date.

Below, we discuss each banking regulator’s disclosure review process,
and, for FDIC and OCC, describe the content of review documentation for
selected banks.

« FDIC. FDIC officials told us that the agency fulfills its disclosure
review responsibility through what staff referred to as 335 reviews.
FDIC implements its authority under Section 12(i) of the Securities
Exchange Act of 1934 through the Code of Federal Regulations.5” We
reviewed FDIC documentation for the most recent reviews of three of
the nine public banks that FDIC currently supervises and for Signature
Bank and First Republic Bank.

The documentation for the five banks showed that staff reviewed the
submitted information but did not conduct qualitative analysis of the
banks’ disclosures. For each bank, FDIC documentation consisted of
spreadsheets that listed each designated section of the Form 10-K
and notations about whether the designated sections were included in
the submission to FDIC. However, generally the spreadsheets did not

5712 C.F.R. Part 335 generally incorporates through cross-reference SEC regulations
issued, revised, or updated from time to time under sections 10A(m), 12, 13, 14(a), 14(c),
14(d), 14(f), and 16 of the Securities Exchange Act of 1934 and sections 302, 303, 304,
306, 401(b), 404, 406, and 407 of the Sarbanes-Oxley Act of 2002, except as provided at
12 C.F.R § 335.801. References to the Commission in SEC regulations are deemed to
refer to the FDIC unless the context otherwise requires.
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indicate any evaluative or qualitative analysis of the companies’
financial statements or disclosures related to management’s
discussion of results.58

« OCC. OCC officials told us in August 2025 that the agency was in the
process of updating disclosure review procedures, which remained
under development as of February 2026. OCC officials said that for
public national banks without holding companies, OCC takes on
SEC’s role.5® According to OCC, the agency’s reviews of periodic
filings encompass financial statements and related disclosures for
compliance with applicable disclosure requirements and accounting
standards. We reviewed OCC’s documentation for one bank’s fiscal
year 2024 annual disclosure and found that it noted whether the
disclosure included required information related to the bank’s audited
financial statement. However, the documentation did not include
evaluative or qualitative analysis of the bank’s disclosures in Form 10-
K.60

« Federal Reserve. In February 2025, the Federal Reserve revised its
procedures for reviewing the annual disclosures of public banks
without holding companies. The procedures focus on administrative
actions, such as verifying whether a bank submitted its required filings
and identifying incomplete reporting items. They do not include
reviewing a bank’s disclosures for whether the information is sufficient
for investors. The Federal Reserve did not perform any disclosure
reviews for banks without holding companies after February 2025,
when staff revised review procedures. The Federal Reserve was the
primary federal regulator for one public bank without a holding
company in 2025, but that bank was acquired by a bank with a
holding company in February 2026.

583pecifically, we found that there was no evaluation or qualitative analysis for four banks’
disclosure reviews that we analyzed and limited evaluation—related to details about
interest rate management—in one bank’s disclosure review.

59The Securities Exchange Act of 1934 does not expressly delegate the responsibility to
conduct enhanced review of periodic disclosures to the banking regulators. However,
OCC stated that it relies on its authority in 15 U.S.C. § 78(m) (the authority to require
companies to file certain periodic reports), as well as its broad general authorities under
12 U.S.C. §§ 1, 481, and 1463 to examine the affairs of issuers under its supervision,
including their periodic reporting under 12 C.F.R. pt 11.

60Wwe did not review the second bank without a holding company that OCC supervises
because it reorganized to eliminate its holding company in October 2025.
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Officials at the banking regulators expressed varying perspectives about
why their annual disclosure reviews do not include elements related to the
quality of information for investors:

« FDIC staff said that although the agency has a statutory duty to
administer various provisions of the Securities Exchange Act of 1934
and the Sarbanes-Oxley Act of 2002, FDIC’s primary statutory
mission is to focus on the safety and soundness of the banking
system and to resolve failed banks. Its statutory mission does not
expressly prioritize investor protection, staff said.

« OCC staff said that developing a review process had not been a
priority until 2025 because OCC’s portfolio of banks without holding
companies had previously consisted of only one bank.6! In addition,
they said the agency had focused on revising other processes in
response to the COVID-19 pandemic. However, OCC staff viewed
their role as similar to SEC’s for the banks without holding companies
that OCC supervised.

« Federal Reserve staff said the Federal Reserve does not have any
legal authority or statutory responsibility for investor protection.

Protecting investors is central to the purpose of the Sarbanes-Oxley Act
of 2002, which requires SEC to regularly and systematically conduct
reviews of public companies’ annual disclosures.®2 However, 11 banks
whose disclosures are overseen by banking regulators are exempted
from SEC’s disclosure review authority. Without regular and systematic
reviews of these banks’ annual disclosures—of the type SEC performs—
investors may have insufficient detail about potential risks associated with
their investments to aid investment decisions.

Two of the three failed banks were outside SEC’s disclosure review
authority. Investors in the three failed banks—including pension funds
and general retail investors—saw the value of their investments fall from
about $43 billion at the end of 2022 to less than $100 million by May

810CC staff said that, starting in October 2025, they began discussing with SEC how to
improve the efficiency and effectiveness of disclosure reviews for banks under the OCC'’s
jurisdiction, including potentially a co-review of disclosures with SEC.

62SEC reviews disclosures made under section 13 of the Securities Exchange Act of 1934
“on a regular and systematic basis for the protection of investors.” 15 U.S.C. § 7266(a).
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Examiners Discussed
Concerns with Failed
Banks’ Auditors and
Review External Audit
Programs When
Certain Risks Arise

2023.63 We previously recommended that Congress consider whether
changes to the financial regulatory structure are needed to reduce or
better manage fragmentation and overlap.% The assignment of disclosure
review authority for public banks without holding companies is another
aspect of that structure that Congress could reassess. By doing so,
Congress could help ensure that annual disclosure reviews for these
banks better protect investors by addressing the quality of information
available to them.

Bank Examiners Met with
KPMG Auditors and
Discussed Areas of
Concern for the Three
Failed Banks

Examiners generally meet quarterly with external auditors for large banks
subject to continuous supervision, according to officials at FDIC, the
Federal Reserve, and OCC.% An interagency policy encourages
communication and coordination between examiners in connection with
safety and soundness examinations.® Bank size and complexity are
factors in how often examiners meet with external auditors, officials at the
three banking regulators told us.

63Shareholders lost more than $29.4 billion in investments in the two banks outside of
SEC’s disclosure review authority—First Republic Bank and Signature Bank—between
December 2022 and May 2023. Shareholders lost more than $13.5 billion in the third
failed bank (Silicon Valley Bank) over the same period.

64GAO, Financial Regulation: Complex and Fragmented Structure Could Be Streamlined
to Improve Effectiveness, GAO-16-175 (Washington, D.C.: Feb. 25, 2016).

65Federal banking regulators engage in continuous supervision of banks above a certain
asset size threshold. Banks below that threshold generally are supervised using targeted,
point-in-time examinations occurring every 12 to 18 months. The three failed banks all
were being continuously supervised by examiners at the time of their failure.

66Board of Governors of the Federal Reserve System, Federal Deposit Insurance
Corporation, Office of the Comptroller of the Currency, and Office of Thrift Supervision,
Interagency Policy Statement on Coordination and Communication Between External
Auditors and Examiners (Washington, D.C.: July 24, 1992).
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We reviewed examiners’ meeting minute summaries at the failed banks
from early 2022 until the banks failed and found that examiners and
external auditors (KPMG in all three cases) met at least quarterly during
that period. They discussed deficiencies and other areas of concern for
the three banks. For example:

o In 2022, FDIC examiners for Signature Bank informed KPMG about
the less than satisfactory results from its review of the bank’s liquidity
risk management.” This type of information can be relevant to
auditors as they consider a bank’s liquidity management—for
example, when assessing a bank’s intent and ability to hold debt
securities to maturity.

« In 2023, Federal Reserve examiners for Silicon Valley Bank informed
KPMG that they had identified deficiencies related to the bank’s
internal audit effectiveness. The examiners sought to understand how
KPMG was using information produced by the bank’s internal audit
function. Use of unreliable information could trigger examiners to
evaluate a bank’s external audit function more closely. KPMG auditors
responded that the firm had stopped relying on work from the bank’s
internal audit function 3 to 4 years earlier and instead relied on work
from a different department.

e In April 2023, KPMG informed FDIC examiners that it would start
assessing First Republic Bank’s ability to continue as a going concern
quarterly by performing the type of detailed analysis it generally would
perform at year end. KPMG did so because of the bank’s recent loss
of depositors, significant decline in liquidity, and increase in high-cost
borrowings, according to meeting minutes. In general, examiners want
to be aware of any public disclosure of going concern issues raised by
a bank’s auditor because the bank could lose deposits and face other
safety-and-soundness effects as a result.

Examiners Conduct
Targeted Reviews of
Banks’ External Audit
Programs When Certain
Risks Are Present

As part of their supervisory process, examiners assess whether a bank’s
management and board of directors have an effective external audit
program. This assessment is part of the examination of a bank’s
management function and does not primarily evaluate external audit
quality. Examiners consider the policies, processes, and personnel
surrounding an institution’s external audit program. Federal Reserve,
FDIC, and OCC examiners use a risk-based process to tailor their

67In evaluating the adequacy of a financial institution’s liquidity position, a rating of 3 or
above is considered less than satisfactory and indicates liquidity levels or funds
management practices need improvement.
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FDIC May Pursue
Civil Damages from
Accounting Firms
When Banks Fail

examinations of banks—including their external audit programs—as
outlined in the regulators’ respective guidance.

Examiners routinely complete a basic review of external audit programs
as part of the examination. As a baseline, regulators’ examination
guidance directs examiners to assess external audit program
components, such as the external auditor’s independence, whether an
audit committee has been established and how it operates, or whether
management was responsive to issues identified by the external auditor.
Additionally, as part of every examination, FDIC examiners must request
that bank management provide all correspondence between external
auditors and the bank, according to FDIC guidance. FDIC’s guidance
indicates that this information can help alert examiners to internal control
weaknesses identified by auditors and to bank management’s actions to
correct such weaknesses.

Examiners use their risk-based framework to conduct a more detailed
review when warranted. The guidance outlines more extensive steps—
such as reviewing external auditor workpapers—that examiners should
take under certain conditions. For example, examiners might perform
expanded procedures when there is a sudden change in external auditor,
significant issues are identified in examiners’ review of a bank’s internal
audit function, or concerns exist about matters within the scope of the
external audit program. Based on our review of FDIC and Federal
Reserve examination planning documents, examiners did not identify the
need for targeted reviews of the external audit programs for the 2022 or
2023 examinations of First Republic Bank, Signature Bank, or Silicon
Valley Bank.

As the agency responsible for resolving failed banks, FDIC may pursue
civil damages against accounting firms that were the external auditors for
banks and bank holding companies.® FDIC'’s Professional Liability
Program allows it to recover funds by pursuing claims against directors,
officers, and professionals who caused losses to insured banks, including
malpractice claims against accounting firms. FDIC investigates the
possibility of making professional liability claims each time a bank fails,

68\When a bank fails, FDIC takes the place of the insolvent party as a receiver in the
orderly liquidation of the failed bank. As the receiver, FDIC sells and collects the bank’s
assets and settles its debts. Additionally, as insurer of the bank’s deposits, FDIC pays
insurance to the bank’s depositors up to the insurance limit.
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but it pursues claims only if they are expected to be cost-effective and
meritorious, agency officials said.69

The Federal Deposit Insurance Corporation Improvement Act of

1991 requires FDIC to maximize recoveries to the Deposit Insurance
Fund.0 In doing so, FDIC uses dispute resolution tools—such as
litigation, negotiation, or arbitration—to the extent they are available and
deemed effective. FDIC considers the facts and circumstances of each
case when considering options to pursue civil damages.

FDIC recovered around $437 million in civil damages from January 2010
through June 2026 from accounting firms that were external auditors,
according to our analysis of FDIC’s Professional Liability Program annual
reports and other related materials.”” The recoveries were associated
with 14 bank failures, although the majority of recoveries were related to
one failure. FDIC recovered $335 million from the accounting firm that
was the external auditor for Colonial Bank, which failed in 2009 and
caused a loss of $2.96 billion to the Deposit Insurance Fund.

FDIC’s most recent recovery occurred in May 2026, when it recovered
about $36 million from the accounting firm for First NBC Bank Holding
Company.’2 In that case, a federal district court ordered FDIC as receiver
to use arbitration if it wanted to pursue civil damages against the
accounting firm for First NBC Bank Holding Company. The court found
that FDIC, as receiver for the failed First NBC Bank, was bound by an

69n February 2026, FDIC officials stated that they were investigating matters regarding
the three banks that failed in spring 2023. However, as of May 2026, FDIC had not filed an
accounting malpractice claim against KPMG, the accounting firm for the banks.

70The primary purposes of the Deposit Insurance Fund are (1) to insure the deposits and
protect the depositors of insured banks and (2) to resolve failed banks. The Deposit
Insurance Fund is backed by the full faith and credit of the U.S. government and has two
sources of funds: assessments (insurance premiums) on FDIC-insured institutions and
interest earned on funds invested in U.S. government obligations. Losses (primarily from
bank failures) and operating expenses reduce the balance. According to FDIC officials,
recoveries from the disposition of failed bank assets and from professional liability claims,
including against accounting firms, are distributed on allowed claims in accordance with
the statutory order of priority set forth in 12 U.S.C. § 1821(d)(11)(A). Payments made on
allowed claims on eligible deposit accounts (including the fund’s subrogated claim) reduce
the total cost to the Deposit Insurance Fund of the bank’s failure.

"We report data from 2010, which was the first year for which FDIC published
Professional Liability Program annual reports with recovery data.

"2Fjrst NBC Bank Holding Company owned First NBC Bank, which failed in 2017 and
resulted in losses of about $1 billion to the Deposit Insurance Fund.
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2023 Failed Banks
Did Not Disclose
Risk-Limit Breaches
in Prior Annual
Disclosures

arbitration agreement between the bank’s holding company and its
accounting firm.”8 FDIC officials told us that, based on records dating
back to 2010, FDIC had not previously been compelled to arbitration in
accounting malpractice lawsuits.” Agency officials noted that the decision
to compel arbitration overall did not have a negative impact on the
Professional Liability Program.

Banks Exceeded Interest
Rate and Liquidity Risk
Tolerances but Did Not
Disclose Those Details

Interest Rate Risk

Each bank disclosed in its 2021 and 2022 annual disclosures that it had a
set of processes to manage interest rate and liquidity risks, including
setting risk-tolerance levels that could serve as warning indicators of
elevated risks. Specifically, each bank set internal tolerances for losses
predicted by its internal forecasting models above which management or
the board would need to consider options to reduce risks. In 2021 or
2022, each bank exceeded those tolerances in at least one area but did
not disclose that fact or management’s actions to address it.

According to the banks’ disclosures, all three banks assessed interest
rate risk using a measure known as net interest income (NII), and two of
the three (Signature Bank and Silicon Valley Bank) also disclosed having
prepared another measure known as economic value of equity (EVE).”®
SEC requires financial institutions to provide disclosures related to
interest rate risk, and public bank holding companies typically comply by
providing an NIl sensitivity analysis, according to SEC staff. Staff also

73Fed. Deposit Ins. Corp. v. Ernst & Young LLP et al, No. 2:20-cv-01259 (E.D. La. Jan. 23,
2024).

T4FDIC has a policy on the use of arbitration stating that agreement to use binding
arbitration must be voluntary for all parties. Federal Deposit Insurance Corporation,
Binding Arbitration, Directive 5310.01 (Washington, D.C.: June 23, 2023).

"5Banking regulators encourage banks to model interest rate risk for changes in both
earnings—and NIl is one such method—and EVE. Because EVE measures interest rate
sensitivity over longer time horizons and captures all future cash flows expected from
assets and liabilities, it can be a more effective model under certain scenarios, regulators
have said. Signature Bank termed its measure of the net present value of assets and
liabilities “market value of equity.”
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noted that SEC rules do not require disclosures about EVE sensitivity. NIl
measures interest income minus interest-related expenses. EVE
measures the present value of expected net future cash flows on assets
minus the present value of the expected cash flows on liabilities. For
example, the economic value of a bond or other debt security that pays a
fixed interest rate generally would fall when prevailing interest rates
increase.

First Republic Bank and Silicon Valley Bank disclosed certain details
about management of interest rate risk but did not disclose breaches of
the banks’ respective internal risk tolerances. We discuss below the
annual disclosure information describing model results and management
and board activities.

First Republic Bank. The bank’s 2021 and 2022 annual disclosures
included details showing that its board set limits on interest rate risk.
Specifically, management said the board approved policies and limits
governing the management of interest rate risk at least annually. In
addition, management committees set risk management guidelines and
procedures within the board’s limits.

In those annual disclosures, First Republic Bank reported results of
interest rate simulation models on NIl but did not disclose any information
about EVE models. The 2021 disclosures forecast that in 2022 increasing
interest rates would lead to higher Nll—that is, higher profit from NII.

Bank management also prepared an EVE model, which forecasted that
rising interest rates would lead to declining EVE.”® However, the bank did
not disclose this in its Form 10-K for fiscal years 2021 or 2022.77 FDIC
reported that during the second quarter of 2022, the bank’s EVE
projections breached its risk limits under several model scenarios of
interest rate increases. A board committee and the overall board
discussed these breaches in the second half of 2022, and the full board
agreed with the decision to take no action to address them. EVE
modeling showed risk breaches increasing in the third and fourth quarters

76As noted earlier, the Federal Open Market Committee raised the federal funds rate from
a range of 0 to 25 basis points at the start of 2022 to a range of 425 to 450 basis points by
the end of 2022. (A basis point is 1/100™ of a percentage point.)

"TFederal Deposit Insurance Corporation, FDIC’s Supervision of First Republic Bank.
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of 2022. According to an FDIC analysis, under some model scenarios, the
bank would have had negative equity.”®

SVB Financial Group. The bank’s 2021 and 2022 annual disclosures for
SVB Financial Group, Silicon Valley Bank’s holding company, noted that
a committee from the company’s board had approved the interest rate
risk metrics. The disclosures said the bank used simulation models for NI
and EVE to manage risk and monitored those risks on an ongoing basis.

In its 2021 annual disclosure, SVB Financial Group reported model
results for both NIl and EVE under various scenarios of rising and falling
interest rates. The 2021 disclosure showed generally rising NIl and falling
EVE if interest rates increased. However, in its 2022 annual disclosure,
bank management reported model results for NIl but did not disclose
model results for EVE.

After Silicon Valley Bank failed, we and the Federal Reserve reported that
examiners had identified weaknesses in the bank’s management of
interest rate risk. A Federal Reserve report found that examiners
identified EVE risk-tolerance breaches in 2020, 2021, and 2022. The
report concluded that, in April 2022, the company changed model
assumptions about the duration of deposits, which gave the appearance
of reduced interest rate risk even though the company had not reduced
risk on its balance sheet.” In November 2022, examiners found that the
bank’s interest rate risk simulations were unreliable and instructed
management to address the issue within a reasonable period. The
company did not include details in its 2021 or 2022 annual disclosures
about breaches of its interest rate risk guidelines or choices made by
management or the board to address those breaches.

Disclosures at other banks. Among four comparison bank holding
companies we reviewed, three described model outcomes in terms of
how they complied with internal risk tolerance levels in their 2022
disclosures, and two discussed model results for the EVE measure for

"8Federal Deposit Insurance Corporation, FDIC’s Supervision of First Republic Bank, 17.
Negative equity means that a bank’s liabilities exceed its assets. That outcome would
raise the likelihood that uninsured depositors would withdraw their deposits, as the bank’s
available assets would not cover all of its obligations.

"9Board of Governors of the Federal Reserve System, Review of the Federal Reserve’s
Supervision and Regulation of Silicon Valley Bank.
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Liquidity Risk

which First Republic Bank and Silicon Valley Bank incurred threshold
breaches.& Specifically:

o One company that discussed EVE model thresholds disclosed that
one of its six management-prepared EVE model scenarios had
exceeded risk tolerances and that the modeled breach was less than
1 percentage point above the tolerance. The company said that, in
consultation with the board, it opted not to act because it believed its
focus on increasing deposits would reduce future EVE exposure.

« A second company that discussed EVE model thresholds provided NI|
and EVE model results and stated that the results had not breached
risk tolerances for any of the interest rate scenarios that were
modeled.

o A third company described its risk-tolerance thresholds for NIl and NI
model results, which showed that a threshold from one NIl model had
not been breached.8' While this company said it used EVE modeling
to manage interest rate risk, it did not discuss EVE thresholds or
whether its EVE models breached those thresholds.

The final comparison bank generally described interest rate risk
management activities but did not disclose details about tolerances or
whether tolerance breaches had occurred.

Signature Bank. The bank’s 2021 and 2022 disclosures noted that it had
established board-approved liquidity management policies overseen by a
designated management committee consisting of senior officers such as
the bank’s chairman, chief executive officer, and chief financial officer.
The policies were based on the view that core deposit growth was the
bank’s primary source of liquidity. Management said the policies
accounted for the source and stability of deposits, the amount of loan
commitments, and other factors.

According to examination documents that we reviewed, bank
management did not have an effective process for measuring the stability
of deposits. Examiners found that the bank’s liquidity contingency policy

80The comparison bank holding companies we selected were among those that operated
one of the 39 largest U.S.-based banks by asset size as of August 2025 (when we made
our selections) and that experienced declining share prices during the period in 2023
when the three bank failures occurred. See app. | for additional detail about comparison
bank selection.

81The company did not disclose the results of a second NIl model scenario that it said was
used to measure and monitor interest rate risk.
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needed improvement, in part because it did not have supporting rationale
for its liquidity stress test modeling. Signature Bank management hired a
third party to conduct a study of depositor behavior in 2021 and planned
to use the study to revise model assumptions, but the study results were
not expected until August 2022.

In addition, Signature Bank management did not provide details in its
2021 annual disclosure that liquidity tolerances had been breached.
Examination documents show that breaches occurred between the fourth
quarter of 2020 and the third quarter of 2021 for the level of liquid assets
necessary to cover potential deposit outflows. Management raised those
tolerance thresholds in December 2021, although examiners concluded
that management’s rationale for this change was unclear. Signature Bank
filed its 2021 annual disclosures in March 2022, after the thresholds were
raised. However, the bank used the same language from its 2020 annual
disclosure, released in March 2021, describing liquidity management
policies that considered the source and stability of deposits.82

Disclosures at other banks. None of the four comparison bank holding
companies disclosed details about overall liquidity risk relative to
internally established tolerances. However, three of the four companies
provided some context about overall liquidity risk. Specifically, one
company said its liquidity risk tolerances for wholesale funding and
brokered deposits—two parts of its overall liquidity risk management
activities—had remained within risk tolerances. That company and two
others also described relative liquidity risk. Three companies said their
sources of liquidity were adequate.

82Sjgnature Bank’s annual financial disclosures for 2020, 2021, and 2022 all contained the
following language: “Our liquidity management is guided by policies developed and
monitored by our asset/liability management committee and approved by our Board of
Directors. The asset/liability management committee consists of, among others, our
Chairman, President and Chief Executive Officer, Vice Chairman, Chief Operating Officer,
Chief Financial Officer and Treasurer. These policies take into account the marketability of
assets, the source and stability of deposits, our wholesale borrowing capacity and the
amount of our loan commitments. While the bank may raise funds through a common
stock offering, preferred stock offering or debt issuance to facilitate continued growth, our
primary source of liquidity has been core deposit growth.”

Page 33 GAO0-26-107719 Bank Financial Disclosures



SEC Guidance Does Not
Directly Address How
Companies Should Assess
the Materiality of Risk-
Tolerance Breaches

SEC’s Regulation S-K requires all companies to discuss financial
condition, changes in financial condition, and results of operations with
specific detail about liquidity and operational issues. These disclosures
must include “trends or uncertainties that have had or that are reasonably
likely to have a material favorable or unfavorable impact on net sales or
revenues.”83 Companies also must report favorable or unfavorable trends
in capital resources, including changes in equity. SEC staff said that
whether a public company’s breaches of an internal risk-tolerance metric
are material information depends on individual facts and circumstances.
They added that companies typically consult with attorneys when
determining whether the information should be disclosed.

As part of the agency’s mission to protect investors, SEC staff provide
guidance on the agency’s website about issues related to fulfilling agency
rules and regulations. This guidance includes discussions of specific
disclosure topics called Corporation Finance Interpretations that address
certain issues that may apply only to a subset of public companies.84
According to the Division of Corporation Finance, Corporation Finance
Interpretations reflect the views of the division’s staff. They are not rules,
regulations, or statements of the commission, and the commission has
neither approved nor disapproved them. However, this guidance does not
directly provide interpretive advice on how to assess whether breaches of
internally set risk tolerances would be material information for investors.
SEC staff noted that SEC also provides sample comment letters related
to disclosure of certain topics such as loan loss and fair value
measurements. These sample comment letters, however, also have not
addressed evaluating risk tolerance breaches.

After the spring 2023 bank failures, SEC staff provided written public
comments to several banks requesting improved disclosures related to
interest rate or liquidity risk. Specifically, between July 2023 and

8317 C.F.R. § 229.303 states, in part, that the discussion and analysis “must be of the
financial statements and other statistical data that the registrant believes will enhance a
reader’s understanding of the registrant’s financial condition, cash flows and other
changes in financial condition and results of operations.” The regulation further states that
this discussion “is expected to better allow investors to view the registrant from
management’s perspective.”

84For example, Corporation Finance Interpretations include guidance about whether
anticipated costs under the “Superfund” environmental law should be considered
sanctions and how to calculate foreign exchange rates.
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December 2024, SEC staff issued comments to bank holding companies
that included the following:85

o SEC staff requested that one company provide a materially complete
description of how the company managed risks related to changes in
interest rates and include the board-approved limits on interest rate
risk. SEC staff also asked the company to advise SEC staff about the
extent to which the board or relevant management subcommittee
approved risk profiles that did not conform to the risk tolerances set by
bank management and the board of directors.

« SEC staff requested that a second company enhance its risk
management disclosures, such as by describing specific risk
management policies, including established limits for NIl sensitivity.

o SEC staff requested that a third company (1) provide specific metrics
used to manage liquidity, including compliance with internal guidelines
and limits; (2) disclose more detail about outcomes from interest rate
sensitivity models; and (3) expand disclosures to include discussion of
EVE metrics or other metrics used by management to manage
interest rate risk.

These comments, along with the failed banks’ disclosures, show that
breaches of interest rate or liquidity risk tolerances can raise disclosure
questions for public banks or their holding companies. Additional SEC
staff guidance on how companies should assess the materiality of this
information, particularly during periods of rising interest rates, could
enhance the consistency of disclosures about liquidity and interest rate
risk management, including how model results relate to internally set risk
tolerances.

Information about risk-tolerance breaches and related management or
board responses could be relevant to investors’ evaluation of how banks
are responding to elevated interest rate or liquidity risk. Without such
information, investors may have less ability to assess companies’ risk
management and provide market discipline through their investment
decisions.

85We reviewed comment letters to the same 10 U.S. bank holding companies described
earlier—those with assets of $50 billion or more to which Corporation Finance staff issued
a comment letter from July 2023 through December 2024.
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Selected Investors
Reported Useful
Attributes and
Continuing
Shortcomings in Bank
Disclosures

SEC regulations require annual financial disclosures to include certain
information, but companies have latitude about the level of detail they
provide beyond required information. Banks often adjust the level of detail
in their annual financial disclosures in response to investor interest in
certain topics, according to most of the 11 investor representatives we
interviewed.® Banks that do not keep pace with investors’ disclosure
expectations risk negative public opinion in the marketplace, some
investors said. One investor added that banks may feel greater
responsibility than other types of companies to address investor interests
because their business relies heavily on consumer confidence.

Overall, bank and bank holding company disclosures contain useful
information for investors, most investor representatives reported. For
example, certain investor representatives cited the disclosures’
usefulness in providing information to analyze available capital and
profitability. Certain investor representatives also highlighted that
disclosures for banks were easier to analyze than those for other types of
companies.

Some investor representatives also reported that disclosures about
concentration risk were particularly important for their analysis of banks
because of the risks they can present to bank health. Representatives
cited the importance of information on concentrations in assets or
liabilities; within certain sectors, such as commercial real-estate lending;
and among a certain borrower or set of borrowers. Additionally, one
investor expressed concern about disclosures related to lending to
nonbank financial institutions, noting that this activity had been increasing
but the detail in the disclosures was sometimes not useful.8”

Most investors also said they reviewed annual disclosures along with
regulatory data and corporate presentations for the most complete picture
of a bank’s condition because each source has distinct strengths. For
example, representatives from one credit rating agency said certain

86|n this report, we use “some” investor representatives to indicate three to five responses
and “most” to indicate six or more responses. Our sample included representatives from
four institutional investment firms, four credit-rating agencies, and three equity analyst
firms. The results cannot be generalized to the views of all institutional investors. See app.
| for more detail about our sample selection process.

87Banking regulators have focused recent attention on banks’ credit exposure to nonbank
financial institutions. See, for example, Federal Deposit Insurance Corporation, 2026 Risk
Review (Washington, D.C.: Apr. 22, 2026). We have ongoing work focusing on the role of
private credit, including to understand its connection with the financial system.
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regulatory data can be easier to use than banks’ disclosures for cross-
company comparisons because data categories are more clearly defined.
Information that companies prepare to accompany investor presentations
also can be useful to understand the aspects of results that management
is seeking to emphasize, some investors said.

Investors also identified what they saw as shortcomings in the quality of
bank and bank holding company disclosures. Investors addressed the
following issues:

Allowances for credit losses. Most investors we interviewed highlighted
allowances for credit losses—accounting estimates for expected
uncollectible amounts—as an area where banks did not provide enough
detail. Two investors said banks’ disclosures about these allowances
have evolved since accounting standards first required banks to adopt a
new reserving methodology called current expected credit losses. 8

Most investors we interviewed said they generally could not make
accurate comparisons across banks’ allowances for credit losses. For
example, some investors cited variations in bank management’s level of
conservatism or differing methodologies for estimating loan-loss
allowances as barriers to bank-to-bank comparisons. Undisclosed model
inputs also created uncertainty about the comparability of results, some
investors said.

Interest rate-risk models. Some investors said that because risk models
are not standardized, it is difficult to compare results across banks. For
example, the models are sensitive to assumptions, and banks vary the
magnitude of interest rate changes for which they model results. Some
banks report model results for potential interest rate adjustments of 100
or 200 basis points, while others report model results for more substantial
changes.

One investor identified another shortcoming related to reporting for
economic value of equity. Although SEC regulations require bank holding
companies to provide disclosures related to interest rate risk—and this
typically leads banks to report NIl model results, SEC staff said—
companies are not required to report results for economic value of equity.

88The Financial Accounting Standards Board issued the current expected credit loss
accounting standard in 2016, although there was a transition period before the new
standard took effect. Most community banks were not required to adopt the standard until
2023.
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Conclusions

This can lead banks either to report EVE inconsistently or not at all, the
investor said.

Liquidity. Some investors also highlighted potential improvements in how
banks disclose liquidity information. For example, two investors cited the
need for more detail about deposits, such as better distinguishing
deposits potentially subject to a bank run from those more likely to remain
at the bank in times of stress. Another investor identified a lack of detail
about banks’ calculations of their liquidity coverage ratio, which measures
a bank’s ability to meet short-term obligations to depositors and others in
the event of a crisis.

Independent audits of financial statements and management disclosures
of material information are critical to efficient functioning of public markets
because they help investors make informed decisions. Federal oversight
of these audits and disclosures provides additional assurance that
companies and auditors are meeting their obligations to investors.

However, public banks without holding companies are subject to a
different disclosure review framework than public companies reviewed by
SEC. Banking regulators review these banks’ disclosures, but their
processes do not require the type of investor-focused qualitative
assessment that SEC performs. As a result, investors may have less
information available for evaluating risk. The Sarbanes-Oxley Act of 2002
emphasized protecting investors through enhanced oversight of public
company disclosures. Reassessing the authority for reviewing these
banks’ disclosures would allow Congress to consider whether the current
framework meets that purpose.

Our findings also indicate that breaches of interest rate and liquidity risk
tolerances can raise disclosure questions for banks and bank holding
companies, particularly during periods of rising interest rates. Although
SEC staff requested improved disclosures from certain banks on these
topics after the spring 2023 bank failures, existing SEC staff guidance
does not directly address how companies should assess the materiality of
such breaches. Additional guidance could help companies more
consistently consider whether these breaches are material information for
investors and improve the information available for evaluating banks’ risk
management.
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Matter for
Congressional
Consideration

Recommendation for
Executive Action

Agency Comments
and Our Evaluation

Congress should consider reassessing the authority for reviewing annual
financial disclosures of public banks without holding companies for
investor protection purposes. (Matter for Consideration 1)

The Chairman of the Securities and Exchange Commission should
ensure that the Director of the Division of Corporation Finance provides
informal staff guidance, such as through Corporation Finance
Interpretations or another public source, on how companies should
assess whether breaches of interest rate risk and liquidity risk tolerance
levels are material information for investors, particularly during periods of
rising interest rates. (Recommendation 1)

We provided a draft of this report to FDIC, the Federal Reserve, OCC,
and SEC for review and comment. We also provided relevant excerpts of
the draft to PCAOB. In its written comments, reproduced in appendix II,
SEC disagreed with our recommendation. FDIC, the Federal Reserve,
OCC, SEC, and PCAOB provided technical comments, which we
incorporated as appropriate.

In response to our recommendation, SEC said internal risk-tolerance
metrics are management tools that can vary significantly across
institutions in methodology, calibration, and supervisory context.
Therefore, the metrics are not appropriate bases for uniform disclosure
standards, SEC concluded.

We agree that bank holding companies’ internal risk-tolerance metrics are
management tools that can vary across institutions. Our recommendation,
however, does not intend for SEC to create a uniform disclosure
standard. In our report, we provide examples of SEC staff’'s feedback to
certain bank holding companies about potential disclosure improvements
related to managing interest rate and liquidity risks. These examples
demonstrate that SEC staff believe guidance can be useful even in the
absence of a uniform disclosure standard. The recommendation also is
not intended to create a finding of de facto materiality when a company
breaches a threshold. Rather, it would provide guidance to help
companies weigh whether—given economic and market conditions and
company-specific factors—disclosure would be appropriate. We modified
our recommendation to indicate that such guidance would be informal.

Our recommendation to provide additional guidance has two advantages
over the company-specific post-disclosure feedback that SEC noted in its
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comments. First, SEC does not review all companies’ annual disclosures
each year, and therefore SEC staff may not identify all opportunities to
provide feedback about improving disclosures on this topic. Second, SEC
staff feedback occurs after the annual disclosures are released and
investors have digested the information. General guidance that helps
companies prepare better disclosures can improve the quality of
disclosures at the time of release to investors, rather than after the fact.
We maintain that SEC should implement our recommendation.

We are sending copies of this report to the appropriate congressional
committees, the Chairman of the Securities and Exchange Commission,
the Chairman of the Federal Deposit Insurance Corporation, the
Chairman of the Board of Governors of the Federal Reserve System, the
Comptroller of the Currency, and the General Counsel of the Public
Company Accounting Oversight Board. In addition, the report is available
at no charge on the GAO website at https://www.gao.gov.

If you or your staff have any questions about this report, please contact
me at ClementsM@gao.gov. Contact points for our Offices of
Congressional Relations and Media Relations may be found on the last
page of this report. GAO staff who made key contributions to this report
are listed in appendix .

//SIGNED//

Michael E. Clements, Director
Financial Markets and Community Investment
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Appendix I: Objectives, Scope, and
Methodology

This report examines (1) selected external auditing standards that present
particular challenges for bank audits, (2) the extent to which the
Securities and Exchange Commission (SEC) oversees the Public
Company Accounting Oversight Board’s (PCAOB) role in monitoring audit
quality, (3) the extent to which annual disclosures are reviewed for the
protection of investors, (4) bank examiners’ communication with auditors
and examination processes for banks’ external audit programs, (5) the
extent to which the Federal Deposit Insurance Corporation (FDIC) has
obtained civil damages against accounting firms when banks fail, (6) the
disclosures of three banks that failed in spring 2023 on selected risks,
and (7) selected investors’ views on public banks’ annual disclosures.

To describe selected external auditing standards that present particular
challenges for bank audits, we reviewed relevant PCAOB auditing
standards, a PCAOB staff summary describing focus areas for audit
quality oversight, and an international banking organization’s analysis of
challenges in assessing going concern at banks.! We also interviewed
PCAOB staff and representatives from the Center for Audit Quality, which
represents U.S. accounting firms that perform public company audits. In
addition, we conducted semi-structured interviews with a
nongeneralizable sample of four former or current audit committee
members and representatives from five accounting firms.

The audit committee members we interviewed were volunteers who
responded to an invitation we developed in collaboration with the National
Association of Corporate Directors, a trade association. We selected six
accounting firms with the most audits inspected by PCAOB in 2024. (One
firm declined to speak with us.) We analyzed responses from all
interviews to identify auditing standards that had potential to be
particularly challenging to apply in bank audits.

To describe PCAOB’s role in monitoring audit quality, we reviewed
documentation related to PCAOB’s standard-setting, accounting firm
inspection, and processes for bringing enforcement actions against
auditors or associated persons. The materials on PCAOB’s accounting
firm inspection process included three staff reports that described the
inspection process—one of which described actions taken in response to
the spring 2023 bank failures—and 2024 public inspection reports for 14
firms for which PCAOB conducted annual inspections. We analyzed

Basel Committee on Banking Supervision, External Audits of Banks (Bank for
International Settlements, Mar. 2014).
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those public inspection reports to calculate the proportion of all inspected
audits that were audits of financial companies. We also reviewed
documentation describing enforcement activities, including applicable
laws, SEC regulations, and SEC and PCAOB enforcement procedures.

To assess the extent to which SEC oversees PCAOB’s role in monitoring
audit quality, specifically the Division of Examinations’ role in examining
PCAOB, we reviewed internal SEC documentation related to prior and
ongoing examination planning and prior PCAOB examination results. We
also analyzed two research studies identified from our literature search,
discussed below, that addressed outcomes from PCAOB'’s accounting
firm inspection process. In addition, we interviewed staff from PCAOB,
SEC, and the Center for Audit Quality. We assessed SEC’s examination
planning activity against its statutory investor protection mission.

To assess the extent to which annual disclosures are reviewed for the
protection of investors, we collected and analyzed descriptions of
disclosure review processes and documentation of reviews from SEC and
the federal banking regulators—FDIC, the Board of Governors of the
Federal Reserve System (Federal Reserve), and the Office of the
Comptroller of the Currency (OCC). We did not analyze a disclosure
review from the Federal Reserve because it did not complete any reviews
for 2023 or 2024 annual disclosures.

To understand SEC'’s disclosure review process, we reviewed internal
policies and procedures from SEC’s Division of Corporation Finance. We
also analyzed comment letters that Corporation Finance staff sent to bank
holding companies from July 2023 through December 2024. During this
period, 10 companies received a letter and met our selection criteria.
Specifically, they were bank holding companies that

« had assets of $50 billion or more;

« were headquartered in the United States (because foreign companies
are required to submit their disclosures on a different form from Form
10-K); and

« were not global systemically important banks.2

2Global systemically important banks are designated by the Financial Stability Board
based on criteria that assess whether their failure could pose a threat to the international
financial system. We excluded them from our selection of companies because their size
and the scope of business activities differ from those of the spring 2023 failed banks.
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To understand the disclosure review processes of FDIC, the Federal
Reserve, and OCC, we reviewed documentation describing each federal
banking regulator’s disclosure review process for public banks. In
addition, we reviewed FDIC documentation on its disclosure review
process for the two banks that failed in spring 2023 that FDIC had
supervised—First Republic Bank and Signature Bank—and for three of
the nine public banks FDIC supervised and for which it reviewed
disclosures as of December 31, 2025. From the nine public banks, we
selected the two from the largest asset size range and one from the
middle asset size range. The nine banks’ assets ranged from less than $1
billion to $41 billion. For OCC, we also analyzed documentation for the
one bank disclosure review that OCC performed for fiscal year 2024
annual disclosures.

We also interviewed staff from SEC’s Division of Corporation Finance and
the federal banking regulators about their review processes. We
compared the agencies’ disclosure review processes to the investor
protection focus of the Sarbanes-Oxley Act of 2002. We also referred to
our previous work on financial regulatory fragmentation to inform our
analysis of how disclosure review authority is assigned across
regulators.3

To describe communication between examiners and auditors and
examiners’ review of external audit programs, we reviewed relevant FDIC
and Federal Reserve documentation, including meeting minutes prepared
by examiners of the three failed banks from January 2022 through the
dates of the banks’ failures. We also reviewed relevant portions of bank
examination manuals from all three federal banking regulators to describe
the regulators’ policies for evaluating banks’ external audit programs. In
addition, we interviewed officials from FDIC, the Federal Reserve, and
OCC.

To assess the extent to which FDIC has obtained civil damages against
accounting firms when banks fail, we reviewed FDIC documentation on its
professional liability program annual reports and other related materials.
We also reviewed FDIC’s policy on the use of arbitration. In addition, we
reviewed federal district court records from FDIC'’s case against the

3GAO, Financial Regulation: Complex and Fragmented Structure Could Be Streamlined to
Improve Effectiveness, GAO-16-175 (Washington, D.C.: Feb. 25, 2016).
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accounting firm that audited First NBC Holding Company—which
operated a bank that failed in 2017—and interviewed FDIC officials.

To analyze the failed banks’ disclosures for selected risks and financial
results, we reviewed the 2021 and 2022 Form 10-Ks for First Republic
Bank, Signature Bank, and Silicon Valley Bank’s holding company (SVB
Financial Group). We documented disclosures related to management of
interest rate and liquidity risks, since those risks contributed to the banks’
failures. We described the disclosures on these risk management topics
and regulators’ conclusions about the companies’ effectiveness at
managing interest rate and liquidity risks.*

We compared our summary of these disclosures with disclosures from
the holding companies for four other operating banks. We selected these
banks from among the 39 largest U.S.-based publicly traded banks using
data from Bloomberg LP. We then screened them to identify banks whose
holding company share price declined at least 10 percent from January 3,
2023, (the first trading day of 2023) to March 10, 2023 (the day Silicon
Valley Bank closed) and declined at least 15 percent from January 3,
2023, to May 1, 2023 (the day First Republic Bank closed).> Of the 11
bank holding companies that met the criteria, we chose four at random.

In addition, we analyzed the same set of SEC comment letters from 10
bank holding companies described earlier to obtain details about SEC’s
public feedback on disclosures related to interest rate and liquidity risks.

4We used our prior work and published analyses from banking regulators to understand
examination findings related to the effectiveness of failed banks’ interest rate and liquidity
risk management. These sources were: GAO, Bank Regulation: Preliminary Review of
Agency Actions Related to March 2023 Bank Failures, GAO-23-106736 (Washington,
D.C.: Apr . 28, 2023) and Bank Supervision: More Timely Escalation of Supervisory Action
Needed, GAO-24-106974 (Washington, D.C.: Mar. 6, 2024); Federal Deposit Insurance
Corporation, Office of the Chief Risk Officer, Office of Risk Management and Internal
Controls, FDIC’ s Supervision of First Republic Bank (Washington, D.C.: Sept. 8, 2023)
and FDIC’ s Supervision of Signature Bank (Washington, D.C.: Apr. 28, 2023); Federal
Deposit Insurance Corporation, Office of Inspector General, Material Loss Review of First
Republic Bank, EVAL-24-03 (Arlington, Va.: Nov. 28, 2023) and Material Loss Review of
Signature Bank of New York, EVAL-24-02 (Arlington, Va.: Oct. 23, 2023); Board of
Governors of the Federal Reserve System, Review of the Federal Reserve’s Supervision
and Regulation of Silicon Valley Bank (Washington, D.C.: Apr. 28, 2023); Office of
Inspector General for the Board of Governors of the Federal Reserve System and the
Consumer Financial Protection Bureau, Material Loss Review of Silicon Valley Bank,
2023-SR-B-013 (Washington, D.C.: Sept. 25, 2023).

5We selected banks that file a Form 10-K. Foreign-based banks file a different disclosure
form.
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We assessed the failed bank and comparison bank disclosures and
comment letters against SEC’s mission to protect investors.

To describe selected investors’ views on public banks’ annual
disclosures, we interviewed 11 investor representatives about the
usefulness of annual financial disclosures for understanding banks and
making investment decisions or recommendations. These representatives
were from the four largest global credit rating agencies, four external
money managers that used active investing strategies, and three equity
analyst firms.

We selected the external money managers randomly from among U.S.-
headquartered firms with at least $250 billion in assets under
management as of December 31, 2023, using data published by
Pensions & Investments.® We selected the equity analyst firms with the
largest number of rated banks using data from Bloomberg LP obtained in
June 2025.7 Some external money management firms and equity analyst
firms did not respond to our request for an interview. In such cases, we
used the same methodology to select the next firm on our list.

To provide context for all of the objectives, we reviewed laws and
regulations related to public company disclosures and banking and
identified relevant published literature. Relevant laws and regulations that
guided all of our objectives included the Securities Exchange Act of 1934,
which imposes registration and reporting requirements for public
companies, among other matters; the Sarbanes-Oxley Act of 2002, which
established PCAOB and its authority over public accounting firms; and
SEC Regulations S-K and S-X, which describe public company disclosure
requirements.

We identified relevant literature by searching scholarly journals using
databases including ProQuest, EBSCO, and Scopus, for peer-reviewed
articles published from January 2015 through February 2025, when we
conducted our search. We used several variations of keywords focusing
on bank audits, bank runs, bank financial statements, and other related

6“The Largest Money Managers 2024,” Pensions and Investments, June 2024. We
selected two firms that had at least $1 trillion under management and two that had at least
$250 billion but less than $1 trillion under management.

"For variety in the type of firm, we limited our selection to a maximum of two of the 20
largest banks as measured by FDIC assets as of the bank’s 2025 first fiscal quarter. We
also did not consider firms that had been selected as an external money manager or
credit-rating agency.
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topics. From the initial list of articles, we examined summary-level
information about each article and more fully reviewed articles that we
determined were potentially relevant to the scope of our report. In
addition, we obtained and reviewed certain additional literature that we
identified through ongoing research.

We conducted this performance audit from July 2024 to September 2026
in accordance with generally accepted government auditing standards.
Those standards require that we plan and perform the audit to obtain
sufficient, appropriate evidence to provide a reasonable basis for our
findings and conclusions based on our audit objectives. We believe that
the evidence obtained provides a reasonable basis for our findings and
conclusions based on our audit objectives.
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PAUL S. ATKINS UNITED STATES 100 F Srreet, NE, Surte 10700
CHAIRMAN SECURITIES AND EXCHANGE COMMISSION WASHINGTON, DC 20549
+1-202-551-2100

August 14, 2026

Mr. Michael E. Clements

Director, Financial Markets and Community Investment
U.S. Government Accountability Office

441 G Street, NW

Washington, DC 20548

Dear Mr. Clements:

Thank you for your report, BANK FINANCIAL DISCLOSURES: Actions Needed to Improve
Oversight of Information Provided to Investors (GAO-26-107719). We appreciate GAO’s
examination of public bank disclosure oversight and the important investor protection questions the
report raises.

After careful consideration, we do not concur with GAO’s recommendation, which states:
“The Securities and Exchange Commission should direct SEC staff to provide guidance, such as
through Corporation Finance Interpretations or another public source, on how companies should
assess whether breaches of interest rate risk and liquidity risk tolerance levels are material
information for investors, particularly during periods of rising interest rates.”

Internal risk-tolerance metrics vary significantly across institutions in methodology,
calibration, and supervisory context. They are management tools, not regulatory benchmarks, and are
not appropriate bases for uniform disclosure standards. Creating a disclosure framework around
internal benchmarks may also impact managements’ considerations when setting benchmarks, which
could result in unintended consequences that negatively impact managements’ ability to oversee and
manage risks.

We note that following the spring 2023 bank failures, the SEC’s Division of Corporation
Finance actively engaged individual registrants, through the review and comment process, regarding
their interest rate and liquidity risk disclosures. These targeted, fact-specific engagements reflect the
appropriate application of the existing materiality framework and demonstrate that current
supervisory tools are capable of addressing disclosure deficiencies without resorting to categorical
guidance that may result in unintended consequences. The Commission remains committed to
promoting high-quality investor disclosures through all available and legally appropriate means.

For these reasons, we respectfully decline to adopt GAO’s recommendation. If you have any
questions, please don’t hesitate to contact me at (202) 551-2100 or the Director of the Division of
Corporation Finance, Jim Moloney, at (202) 551-3100.

Sincerely,
7 , -
/KMV%%%/

Paul S. Atkins
Chairman
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