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How 2 SEC Financial Report Initiatives May Clash In Practice
By Nicole Boeckmann, Dina McLeod and David Shargel (August 17, 2026, 4:11 PM EDT)

Within the span of three months, the U.S. Securities and Exchange Commission has
sent two contradictory messages to the financial reporting community.

On Aug. 5, the SEC's Division of Enforcement announced the creation of a new team,
the Financial Reporting and Accounting Unit, or FRAU, to investigate and litigate
violations by accounting and audit professionals. The formal announcement, SEC
Press Release No. 2026-72, confirms what months of job postings and conference
remarks had telegraphed: Accountants and auditors are now squarely in the
crosshairs of a dedicated, purpose-built enforcement apparatus at the SEC.
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Earlier in the year, the SEC proposed rule and form amendments that would give
public companies the option of filing semiannual reports in lieu of quarterly reports
to meet their interim reporting obligations under the federal securities laws. That
proposal, announced May 5, could cut interim filings from three per year to one.

Taken together, these two initiatives present a paradox. The SEC is simultaneously
tightening the screws on the professionals who certify financial statements and
offering companies an opportunity to ease the regulatory cadence that produces
those statements. The implications run in multiple directions and demand immediate
strategic attention. Dina McLeod

FRAU: Formation and Priorities

The formation of FRAU became visible in March, when the SEC posted managerial
positions for a supervisory general attorney and a supervisory trial counsel in the
newly formed SOX Group within the SEC's Division of Enforcement, tasked to
"investigate and litigate matters involving potential violations of auditing and related
professional standards and provisions of the Sarbanes-Oxley Act and other relevant
federal securities laws."
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Now the SEC has turned that organizational signal into official policy, expanding its

scope in the process. In the press release announcing the creation of FRAU,

Enforcement Director David Woodcock stated that the new unit would "crack down on bad actors in the
accounting and auditing profession," and that FRAU "will be critical in our efforts to pursuing financial
reporting fraud, as well as accounting and auditor misconduct more generally."



FRAU will be led by Timothy Zimmerman, who joined the Enforcement Division in May as a senior
adviser to Woodcock after 12 years in private practice and a subsequent role as deputy general counsel
at national accounting firm RSM.

Zimmerman will report to Principal Deputy Director Osman Nawaz, who oversees the division's
specialized units, and FRAU itself will host both attorneys and accountants with financial reporting,
accounting, and auditing expertise, coordinating closely with other SEC offices. Zimmerman's prior
litigation experience, combined with his role at an accounting firm, should provide a practical vantage
point from both sides of the accounting oversight relationship.

It is reasonable to expect that the formation of this new unit will increase SEC investigations into
financial reporting and accounting misconduct, but FRAU's mandate must be measured against the
Enforcement Division's overall mission under the current administration.

SEC Chairman Paul Atkins has repeatedly emphasized a back to basics theme, with a focus on pursuing
fraud actions against those who lie, cheat, or steal. As a result, the new unit is expected to concentrate
on repeated and egregious violations of the antifraud provisions and auditing standards, rather than
sweep-style technical-violation matters.

That said, FRAU arrives at a moment of retrenchment. The SEC reported in April that it had filed only
456 enforcement actions in fiscal year 2025, down from 583 in 2024, 784 in 2023 and 760 in 2022.

And, according to March data from the U.S. Government Accountability Office, the Enforcement Division
has lost 18% of its staff since the new administration took office. The new unit could signal a deliberate
effort to reverse that trend.

FRAU's creation also has a potential implication for the Public Company Accounting Oversight Board,
which has historically brought the substantial majority of auditor discipline cases and, unlike the SEC, is
statutorily required to keep its investigations confidential until settlement or final decision.

Observers have read FRAU's formation, coming on the heels of PCAOB budget reductions, as a signal
that the SEC intends to take a larger share of auditor-enforcement responsibility going forward, though
the two regulators are expected to continue coordinating, rather than one supplanting the other
outright.

The Proposed Semiannual Reporting Framework

Meanwhile, on May 5, the SEC proposed rule and form amendments that would allow public companies
subject to Section 13(a) or 15(d) pf the Exchange Act to elect to file semiannual reports on new Form 10-
S instead of quarterly reports on Form 10-Q. Companies that elect to file semiannual reports would file
one semiannual report and one annual report for each fiscal year in lieu of three quarterly reports and
one annual report.

Form 10-S would carry the same narrative and financial disclosure requirements as Form 10-Q, including
having financial statements that comply with generally accepted accounting principles reviewed — but
not audited — by an independent accountant. It would, however, cover a six-month period, with the
same 40- or 45-day filing deadline that currently applies to Form 10-Q, depending on filer status.



The SEC has projected that each company that switches would net an annual compliance savings of
roughly $198,000, with aggregate annual monetized benefits of $394 million across all switching
companies.

Nevertheless, the proposed rule may have little impact on many companies, given that lenders and
other counterparties may still insist on quarterly reporting. When the United Kingdom eliminated
mandatory quarterly reporting in 2014, fewer than 10% of companies stopped issuing quarterly
disclosures, suggesting that market and contractual pressures may keep many U.S. issuers on a quarterly
cadence.

Regardless, the amendments are part of the SEC's broader efforts to simplify and modernize its
disclosure framework. Atkins stated the amendments would give companies the flexibility to determine
the interim reporting frequency that best serves their business needs and investors, and has described
the proposal as part of his "make IPOs great again" agenda to encourage companies to go, and remain,
public.

The Paradox
The SEC's two initiatives, read together, present a conflicting regulatory posture.

On one hand, FRAU signals that the SEC views accountants and auditors as indispensable gatekeepers
who must be held to the highest standard of professional accountability. On the other hand, the
semiannual reporting proposal signals that the disclosure cadence those auditors are engaged to review
is, at minimum, negotiable.

The new FRAU is expected to increase the number of SEC investigations into auditor misconduct as the
unit's staff seeks to demonstrate its worth and fulfill its mandate. Investigations that begin as auditor-
only matters will, in practice, frequently expand into parallel investigations of the underlying issuer's
accounting and disclosures.

At the same time, the SEC recognizes that the proposed reporting rule framework "could result in
delayed disclosure of material information, reduced comparability, and some lost information."[1]
Longer periods between interim reports also mean longer windows during which accounting
irregularities or material misstatements — either by error or fraud — may occur.

FRAU's creation will increase pressure on auditors to perform their gatekeeping function with greater
rigor, and the consequences of failure will now be more public and more immediate.

Practical Implications

FRAU raises the stakes of filing election under the proposed rule. If accounting irregularities develop
during an extended gap without an auditor-reviewed interim report, enforcement consequences could
be measured against a heightened standard of professional vigilance. Electing semiannual reporting
does not insulate issuers from scrutiny, but only compresses the timeline for catching problems.

Companies weighing the election should treat it as a governance decision, not a compliance checkbox,
and should build in enough lead time to consult with their auditors and credit counterparties before
their next Form 10-K is due.



Issuers should also stress-test their existing debt instruments and other contractual obligations before
electing semiannual reporting. Many credit agreements and indentures independently require quarterly
financial reporting, whether by express covenant or by cross-reference to a company's Exchange Act
reporting obligations, and lenders may be unwilling to accept semiannual financials without a
corresponding fee, waiver or amendment.

Companies with an active or anticipated capital markets program face a related constraint, because
auditors generally may provide comfort letters with negative assurance only where they have reviewed
financial statements within the preceding 135 days.

Semiannual reporting also has consequences for insider trading policies and Regulation FD compliance.
Longer gaps between periodic reports mean company insiders may hold material nonpublic information
for longer stretches, which can compress open trading windows, extend Rule 10b5-1 cooling-off periods
and heighten the risk of inadvertent selective disclosure.

Audit committees sit at the intersection of both developments. They should reassess with accountants
and auditors the scope of the annual interim review, control sufficiency during reporting gaps and
comfort-letter implications. Moreover, auditor-only investigations could expand into issuer
investigations, with FRAU exercising subpoena power against both.

Audit committees should also revisit internal investigation protocols now, rather than waiting for FRAU's
first requests to arrive, and should ensure management understands that a decision to move to
semiannual reporting does not diminish the board's oversight obligations with respect to financial
reporting quality.

Finally, auditors should expect more investigations. FRAU's focused mandate means the SEC will likely
lead in matters it historically deferred to the PCAOB. Audit firms should test their own quality controls,
independence procedures and documentation against that standard, with particular attention to the
technical accounting areas FRAU is expected to prioritize.

Conclusion

The SEC's simultaneous launch of FRAU and its proposal to allow semiannual reporting reflects a
genuine tension. The two goals are not irreconcilable, but issuers, audit committees and auditors need
to think through how they interact in practice.

Companies best positioned to navigate both developments will treat the semiannual reporting decision

as a governance question not to be taken lightly, and should view FRAU as a structural shift in the
enforcement landscape.
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[1] Proposed rule: Semiannual Reporting, https://www.sec.gov/files/rules/proposed/2026/33-
11414.pdf.



