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First Quarter Highlights
During the first quarter of the 2017 calendar year, the Financial Accounting Standards Board 
(FASB) issued eight standards:

• Revisions to the definition of a business
• Consolidation guidance for certain not-for-profit (NFP) entities that are general or 

limited partners
• Codification of Securities and Exchange Commission (SEC) observer comments made at 

prior Emerging Issues Task Force (EITF) meetings
• Simplifications to the goodwill impairment test
• Derecognition guidance for nonfinancial assets
• Guidance for employee benefit plan financial statements
• Improvements to the presentation of pension and postretirement benefit costs
• Revisions to the amortization period for premiums on purchased callable debt securities

The FASB also issued three proposals during the quarter: one on nonemployee stock 
compensation accounts, one on debt classification in the balance sheet, and one on 
inventory disclosure requirements.

A new section this quarter, “From the White House,” summarizes various initiatives from the 
executive branch that might affect corporate financial reporting.

The focus for the SEC during the quarter was on various disclosure simplification initiatives, 
implementation of new accounting standards, the role of audit committees, and announcing a 
new deputy chief accountant.

Once again, we provide the status of the auditor’s reporting model from the Public Company 
Accounting Oversight Board (PCAOB).

http://www.crowehorwath.com
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From the FASB
Final Standards Issued
Definition of a Business
On Jan. 5, 2017, the FASB issued Accounting Standards Update (ASU) No. 2017-01, 
“Business Combinations (Topic 805): Clarifying the Definition of a Business,” which clarifies 
the definition of a business and is intended to help evaluate whether transactions should be 
accounted for as acquisitions (or disposals) of assets or businesses.

For acquisitions, that distinction determines whether goodwill is recorded or not. The 
amendments provide a more robust framework to use in determining when a set of assets and 
activities constitutes a business. If substantially all of the fair value of the gross assets acquired 
or disposed of is concentrated in a single identifiable asset or a group of similar identifiable 
assets, then the set of transferred assets and activities is not considered a business.

The amendments require a business to include at least one substantive process and remove 
the evaluation of whether a market participant could replace the missing elements. The 
revised definition will result in more transactions being recorded as asset acquisitions or 
dispositions as opposed to business acquisitions or dispositions.

Effective Dates
For public business entities (PBEs), the standard applies to annual reporting periods 
beginning after Dec. 15, 2017, including interim periods in those annual reporting periods. For 
PBEs, it first applies to March 31, 2018, interim financial statements.

For all other entities, the standard applies to annual reporting periods beginning after Dec. 
15, 2018, and interim periods in annual reporting periods beginning after Dec. 15, 2019. For 
non-PBEs, it first applies to Dec. 31, 2019, annual financial statements.

Early adoption upon issuance is allowed for acquisition, subsidiary deconsolidation, and 
asset derecognition transactions that occur before the issuance date or effective date of the 
ASU only when those transactions have not been reported in financial statements that have 
been issued or made available for issuance.

Transition
Prospective application will be required.

www.fasb.org/jsp/FASB/Page/SectionPage&cid=1176156316498
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Consolidation for Not-for-Profit General Partners
On Jan. 12, 2017, the FASB issued ASU 2017-02, “Not-for-Profit Entities – Consolidation 
(Subtopic 958-810): Clarifying When a Not-for-Profit Entity That Is a General Partner or 
a Limited Partner Should Consolidate a For-Profit Limited Partnership or Similar Entity.” 
The standard clarifies when an NFP entity that is a general partner should consolidate a 
for-profit limited partnership or similar legal entity once the amendments in ASU 2015-02, 
“Consolidation (Topic 810): Amendments to the Consolidation Analysis,” become effective.

The ASU applies to an NFP entity that is a general partner of a for-profit limited partnership 
or a similar legal entity. Since the issuance of ASU 2015-02, stakeholders have observed 
that the guidance that was added to general consolidation guidance (Accounting Standard 
Codification (ASC) Subtopic 810-10) presumes that an entity would first navigate through 
the variable interest entity (VIE) consolidation guidance before applying the general 
consolidation guidance.

Generally, NFP entities are not included in the scope of the VIE consolidation guidance. 
Therefore, stakeholders have noted that when an NFP entity navigates directly to the general 
consolidation guidance, it will not find information about when a general partner should 
consolidate a for-profit limited partnership. This guidance will maintain current practice on 
how general partners of NFP entities apply the consolidation guidance in Subtopic 810-20 by 
including that guidance in Subtopic 958-810.

Effective Dates
The ASU is effective for NFP entities in fiscal years beginning after Dec. 15, 2016, and interim 
periods in fiscal years beginning after Dec. 15, 2017. For calendar year-end NFP entities, it 
first applies to Dec. 31, 2017, annual financial statements. Early adoption is permitted.

Transition
NFP entities that have not yet adopted ASU 2015-02 are required to adopt these amendments 
at the same time and use the transition guidance in ASU 2015-02. NFP entities that already 
have adopted ASU 2015-02 are required to adopt these amendments retrospectively to 
prior periods beginning with the fiscal year in which the amendments in ASU 2015-02 were 
initially applied.

http://www.crowehorwath.com
www.fasb.org/jsp/FASB/Page/SectionPage&cid=1176156316498
www.fasb.org/jsp/FASB/Page/SectionPage&cid=1176156316498
www.fasb.org/jsp/FASB/Page/SectionPage&cid=1176156316498
www.fasb.org/jsp/FASB/Page/SectionPage&cid=1176156316498
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SEC Observer Comments: Major Accounting Standards and 
Qualified Affordable Housing
In January 2017, with the issuance of ASU 2017-03, “Accounting Changes and Error 
Corrections (Topic 250) and Investments – Equity Method and Joint Ventures (Topic 323): 
Amendments to SEC Paragraphs Pursuant to Staff Announcements at the Sept. 22, 2016, and 
Nov. 17, 2016, EITF Meetings,” the FASB codified SEC observer comments that apply to SEC 
registrants made at two EITF meetings.

Staff Announcement on the Major Accounting Standards
The first SEC observer comment, found in ASC 250-10-S99-6, relates to the recent major 
accounting standards (for credit losses, leases, and revenue recognition) that have not yet 
been adopted. Existing guidance, Staff Accounting Bulletin (SAB) Topic 11.M (also known as 
SAB 74), addresses the disclosure of the impact that the standards are expected to have on a 
registrant’s financial statements when adopted in the future.

The guidance states that if a registrant does not know or cannot reasonably estimate the 
impact that adoption of the recent major accounting standards is expected to have on the 
financial statements, then, in addition to making a statement to that effect, the registrant 
should consider additional qualitative financial statement disclosures. Those disclosures 
should contain information to help readers assess the significance of the impact that the 
standards will have on the financial statements of the registrant when adopted, including:

• A description of the effect of the accounting policies that the registrant expects to apply,  
if determined

• A comparison to the registrant’s current accounting policies
• A description of the status of the registrant’s process to implement the new standards
• The significant implementation matters yet to be addressed

Staff Announcement on ASU 2014-01
The second comment addresses the update to SEC guidance related to an already effective 
standard, ASU 2014-01, “Investments – Equity Method and Joint Ventures (Topic 323): 
Accounting for Investments in Qualified Affordable Housing Projects.” The update refers to 
the proportional amortization method of accounting for investments in qualified affordable 
housing projects, consistent with ASU 2014-01, rather than the previously accepted effective 
yield method.

www.fasb.org/jsp/FASB/Page/SectionPage&cid=1176156316498
www.fasb.org/jsp/FASB/Page/SectionPage&cid=1176156316498
www.fasb.org/jsp/FASB/Page/SectionPage&cid=1176156316498
www.fasb.org/jsp/FASB/Page/SectionPage&cid=1176156316498
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Goodwill Impairment Test Simplification
On Jan. 26, 2017, the FASB issued ASU 2017-04, “Intangibles – Goodwill and Other (Topic 350): 
Simplifying the Test for Goodwill Impairment.” What started as a recommendation by the Private 
Company Council to permit private entities to amortize goodwill has resulted in a standard to 
simplify goodwill impairment testing for all entities that have goodwill reported in their financial 
statements. The topic of amortizing goodwill remains on the FASB’s research agenda.

ASU 2017-04 eliminates step two of the goodwill impairment test (the hypothetical purchase 
price allocation used to determine the implied fair value of goodwill) when step one (determining 
if the carrying value of a reporting unit exceeds its fair value) is failed. Instead, entities simply will 
compare the fair value of a reporting unit to its carrying amount and record goodwill impairment 
for the amount by which the reporting unit’s carrying amount exceeds its fair value.

The FASB also removed the requirements that reporting units with zero or negative carrying 
amounts perform a qualitative assessment and, if they fail that qualitative test, that they 
perform step two. As such, the same impairment test will apply to all reporting units, 
regardless of carrying amount. Entities will be required, however, to disclose the amount of 
goodwill attributable to those reporting units that have a zero or negative carrying amount.

Entities still have the option to apply a qualitative assessment of a reporting unit to determine 
if a quantitative impairment test is required.

Effective Dates
For PBEs that are SEC filers, the standard is effective for annual or interim goodwill 
impairment tests in fiscal years beginning after Dec. 15, 2019. For calendar year-end SEC 
filers, it first applies to tests performed on or after Jan. 1, 2020.

For PBEs that are not SEC filers, the standard is effective for annual or interim tests in fiscal 
years beginning after Dec. 15, 2020. For calendar year-end PBEs that are not SEC filers, it 
first applies to tests performed on or after Jan. 1, 2021.

For other entities, the standard is effective for annual or interim tests in fiscal years beginning 
after Dec. 15, 2021. For calendar year-end non-PBEs, it first applies to tests performed on or 
after Jan. 1, 2022.

Early adoption is permitted for interim or annual tests performed on testing dates after 
Jan. 1, 2017.

http://www.crowehorwath.com
www.fasb.org/jsp/FASB/Page/SectionPage&cid=1176156316498
www.fasb.org/jsp/FASB/Page/SectionPage&cid=1176156316498
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Derecognition and Partial Sales of Nonfinancial Assets Guidance Issued
The FASB issued, on Feb. 22, 2017, ASU 2017-05, “Other Income – Gains and Losses From 
the Derecognition of Nonfinancial Assets (Subtopic 610-20): Clarifying the Scope of Asset 
Derecognition Guidance and Accounting for Partial Sales of Nonfinancial Assets.” The ASU 
addresses questions on ASC 610-20 guidance that was added by ASU 2014-09 (the revenue 
recognition standard) for transfers of nonfinancial assets (such as intangible assets, land, 
buildings, and equipment) to noncustomers. The amendments in ASU 2017-05 exclude all 
businesses and nonprofit activities from the scope of ASC 610-20 and require derecognition 
of those nonfinancial assets to be accounted for in accordance with ASC 810. 

The ASU accomplishes two primary objectives. First, the amendments clarify the scope of 
Subtopic 610-20 by defining an “in substance nonfinancial asset,” which is a new concept 
to many entities outside the real estate industry. The ASU defines that term, in part, as “a 
financial asset promised to a counterparty in a contract if substantially all of the fair value 
of the assets (recognized and unrecognized) that are promised to the counterparty in the 
contract is concentrated in nonfinancial assets.” If the definition is met, an entity is not 
required to separately account for the financial assets as they are in substance nonfinancial 
assets and will use the guidance in ASC 610-20. For each distinct in substance nonfinancial 
asset and each distinct nonfinancial asset promised to a counterparty, an entity should 
allocate consideration to each distinct asset by applying the guidance in Topic 610-20. An 
entity derecognizes each distinct asset when it transfers control of the asset and records a 
gain or loss. In some cases, control might transfer at the same time such that there is no need 
to separate and allocate consideration to each asset. 

Second, the ASU provides guidance on partial sales, which is a term commonly used in 
the real estate industry when a seller retains an equity interest in the entity that owns the 
nonfinancial assets or has an equity interest in the buyer of the nonfinancial assets. Detailed 
guidance on partial sale transactions in Subtopic 360-20 was superseded in ASU 2014-09. 
Under this ASU, an entity derecognizes a distinct nonfinancial asset or distinct in substance 
nonfinancial asset in a partial sale when it 1) does not have, or ceases to have, a controlling 
financial interest in the legal entity that holds the asset in accordance with Topic 810 and 2) 
transfers control of the asset in accordance with Topic 606. Once an entity transfers control, 
any noncontrolling interest it receives, or retains, is measured at fair value (which can be a 
change from current generally accepted accounting principles (GAAP) as entities might use 
a carryover basis). If an entity transfers ownership interests in a consolidated subsidiary and 
continues to have a controlling financial interest in that subsidiary, the assets and liabilities 
of the subsidiary are not derecognized, and the transaction is accounted for as an equity 
transaction with no gain or loss recognized.

www.fasb.org/jsp/FASB/Page/SectionPage&cid=1176156316498
www.fasb.org/jsp/FASB/Page/SectionPage&cid=1176156316498
www.fasb.org/jsp/FASB/Page/SectionPage&cid=1176156316498
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Effective Dates
The amendments are effective consistent with the effective dates for ASU 2014-09, which 
was deferred by ASU 2015-14. For PBEs, the amendments are effective for annual reporting 
periods beginning after Dec. 15, 2017, including interim periods within, which first applies to 
March 31, 2018, interim financial statements for calendar year-end PBEs. 

For all other entities, the amendments are effective for annual reporting periods beginning 
after Dec. 15, 2018, and interim periods in annual periods beginning after Dec. 15, 2019.

Early adoption is permitted on a limited basis. Public entities (including PBEs, certain not-for-
profit entities, and certain employee benefit plans) may early adopt the guidance as of annual 
reporting periods beginning after Dec. 15, 2016, including interim periods within. All other 
entities may early adopt the guidance as of annual reporting periods beginning after Dec. 15, 
2016, including interim periods within; or other entities may early adopt as of annual reporting 
periods beginning after Dec. 15, 2016, and interim periods within annual periods beginning 
one year after the annual reporting period in which the entity adopts the guidance.

Adoption of ASU 2017-05 must be applied at the same time as the amendments in ASU 2014-
09, which was deferred by ASU 2015-14.

Transition
Irrespective of the transition approach elected for ASU 2014-09, an entity may apply these 
amendments on either a retrospective basis (that is, to each period presented in the financial 
statements pursuant to ASC 250-10-45-5 through 45-10) or a modified retrospective basis 
(that is, with a cumulative-effect adjustment to retained earnings as of the beginning of the 
fiscal year of adoption).

An entity must apply the definition of a business included in ASU 2017-01, “Business 
Combinations (Topic 805): Clarifying the Definition of a Business,” to contracts with 
counterparties that are not customers. When applying the amended definition of a business, 
if an entity concludes that a previously recorded disposal of a business is no longer a 
business, the entity should not reinstate amounts previously allocated to goodwill that relate 
to that disposal.

http://www.crowehorwath.com
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Benefit Plan Financial Statement Presentation and Disclosure for a 
Master Trust
On Feb. 27, 2017, the board issued ASU 2017-06, “Plan Accounting: Defined Benefit Pension 
Plans (Topic 960), Defined Contribution Pension Plans (Topic 962), Health and Welfare Benefit 
Plans (Topic 965): Employee Benefit Plan Master Trust Reporting,” to improve the financial 
statements of employee benefit plans that have an interest in a master trust. A master trust 
is a trust for which a regulated financial institution (bank, trust company, or similar financial 
institution that is regulated, supervised, and subject to periodic examination by a state or 
federal agency) serves as a trustee or custodian and in which assets of more than one plan 
sponsored by a single employer or by a group of employers under common control are held.

The board took up the project in response to stakeholder feedback that the master trust 
disclosure requirements (in ASC Topics 960, 962, and 965) were limited relating to disclosures 
of the plan’s interest in the master trust, and many employee benefit plans hold investments in 
master trusts.

The new guidance requires more detailed disclosures of a benefit plan’s interest in a master 
trust, including the following:

• Presentation of the plan’s interest and any change in that interest as a separate line item in 
the statements of net assets and changes in net assets

• For plans with divided interests in a master trust:
Disclosure of the plan’s interest in each general type of investment (in dollars)
Disclosure of the master trust’s balances in each general type of investment
No disclosure of the percentage interest in the master trust (a change to current GAAP)

• Disclosure of the master trust’s other asset and liability balances and the plans’ interests in 
those balances (in dollars)

• For health and welfare benefit plans:
Disclosure of the name of the defined benefit pension plan in which investment 
disclosures relating to the 401(h) account assets already are provided
No disclosure of 401(h) account assets in health and welfare benefit plan financial 
statements (removes redundant disclosure requirements under current GAAP)

Effective Dates
The amendments are effective for fiscal years beginning after Dec. 15, 2018, which first applies to 
Dec. 31, 2019, annual financial statements for calendar year-end plans. Early adoption is permitted.

Transition
Retrospective application is required for each period presented in the financial statements.

www.fasb.org/jsp/FASB/Page/SectionPage&cid=1176156316498
www.fasb.org/jsp/FASB/Page/SectionPage&cid=1176156316498
www.fasb.org/jsp/FASB/Page/SectionPage&cid=1176156316498
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Net Periodic Pension and Postretirement Benefit Costs
On March 10, 2017, the board issued ASU 2017-07, “Compensation – Retirement Benefits 
(Topic 715): Improving the Presentation of Net Periodic Pension Cost and Net Periodic 
Postretirement Benefit Cost,” which will improve the presentation of defined benefit cost as a 
result of stakeholder feedback to the FASB that the presentation of this cost on a net basis in the 
income statement and balance sheet, under existing GAAP, lacks transparency and usefulness.

Rather than reporting pension expense as a net amount under existing GAAP, the standard 
requires an employer to present the service cost component of pension expense consistent 
with other compensation for the same employees and to separately present the other 
components (including interest, expected return on plan assets, any gain or loss on settlements 
or curtailments, and termination costs) of pension expense in the income statement, outside of 
operating income (where applicable). The income statement line item(s) that includes the other 
components of pension expense should be appropriately described, or, if a separate line item is 
not used, the line(s) where the other components are presented must be disclosed.

In addition, only the service cost component of pension expense is eligible for capitalization as 
part of assets such as inventory or plant, property, and equipment. This is a change in GAAP, 
as all components of pension expense are eligible for capitalization under existing GAAP.

Effective Dates
The standard is effective for PBEs for annual reporting periods beginning after Dec. 15, 2017, 
including interim periods in that reporting period. For calendar year-end PBEs, it first applies 
to March 31, 2018, interim financial statements.

For non-PBEs, the standard is effective for annual reporting periods beginning after Dec. 15, 
2018, and interim periods beginning after Dec. 15, 2019. For calendar year-end entities, it first 
applies to Dec. 31, 2019, annual financial statements.

Early adoption is permitted as of the beginning of an annual period, which would mean 
adoption in the first interim period if an entity issues interim financial statements.

Transition
The income statement presentation amendments should be applied retrospectively, and the 
amendments for the capitalization of the service cost component should be applied prospectively.

A practical expedient is provided for entities to use the amounts for the prior comparative 
periods disclosed in the pension note to the financial statements as the estimation basis for 
applying retrospective presentation requirements. If the practical expedient is applied, that 
fact must be disclosed.

http://www.crowehorwath.com
www.fasb.org/jsp/FASB/Page/SectionPage&cid=1176156316498
www.fasb.org/jsp/FASB/Page/SectionPage&cid=1176156316498
www.fasb.org/jsp/FASB/Page/SectionPage&cid=1176156316498
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Premiums on Callable Debt Securities
The FASB issued ASU 2017-08, “Receivables – Nonrefundable Fees and Other Costs 
(Subtopic 310-20): Premium Amortization on Purchased Callable Debt Securities,” on 
March 30, 2017. The ASU shortens the amortization period for premiums on callable debt 
securities by requiring that premiums be amortized to the first (or earliest) call date instead 
of as an adjustment to the yield over the contractual life. This change more closely aligns the 
accounting with the economics of a callable debt security and the amortization period with 
expectations that already are included in market pricing on callable debt securities.

This guidance is in response to a stakeholder request that the board address the accounting 
for the premium or discount (components of interest income) associated with the purchase 
of callable municipal securities. Under current GAAP, premiums and discounts are amortized 
and accreted over contractual life, not to call date. Some stakeholders observed that 
significant premiums on assets exist, particularly on instruments issued by municipalities that 
are likely to be repaid earlier than maturity. Under current GAAP, the result is overrecognition 
of interest income during the holding periods before the call and recognition of a loss during 
the period when the call occurs. The new standard eliminates the misalignment of accounting 
and economics in these transactions by requiring amortization to the earliest call date.

The guidance does not change the accounting for discounts on callable debt securities, as 
the discounts continue to be amortized to the maturity date. 

The scope of the ASU includes only instruments that are held at a premium (that is, the 
amortized cost basis is in excess of the amount that is repayable by the issuer) and have 
explicit call features. The scope does not include instruments that contain prepayment 
features, nor does it include call options that are contingent upon future events or in which 
the timing or amount to be paid is not fixed.

Effective Dates
For PBEs, the effective date is in fiscal years and interim periods within, beginning after Dec. 
15, 2018, which first applies to March 31, 2019, interim financial statements for calendar 
year-end PBEs. For non-PBEs, it is effective in fiscal years beginning after Dec. 15, 2019, 
and interim periods in fiscal years beginning after Dec. 15, 2020. Early adoption is permitted, 
including in an interim period.

Transition
Transition is on a modified retrospective basis with an adjustment to retained earnings as of 
the beginning of the period of adoption. 

www.fasb.org/jsp/FASB/Page/SectionPage&cid=1176156316498
www.fasb.org/jsp/FASB/Page/SectionPage&cid=1176156316498
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Proposals Released
Nonemployee Stock Compensation
On March 7, 2017, the FASB issued a proposed ASU, “Compensation – Stock Compensation 
(Topic 718): Improvements to Nonemployee Share-Based Payment Accounting,” to simplify 
the accounting for share-based payments to nonemployees for goods and services. The 
guidance would not be applied to transactions that effectively are capital raises.

It would eliminate the existing accounting for nonemployee stock compensation payments 
(ASC Subtopic 505-50) and instead would apply the accounting model for share-based 
compensation to employees to nonemployee payments with two exceptions:

• Inputs to an option pricing model would be for the contractual term rather than the 
expected term, the latter of which is required for employee awards.

• Cost attribution, which is the pattern of compensation cost recognition over the vesting 
period, would continue to be judgmentally determined for payments to nonemployees. 
Although no guidance on cost attribution is proposed for nonemployee payments, the 
board has indicated that if similar employee and nonemployee payments are granted, the 
cost recognition for the employee payment would inform the entity’s judgment on the cost 
recognition method for the nonemployee payment (see paragraph BC8 of the proposal).

Many of the improvements to ASC Topic 718 that were finalized in ASU 2016-09, 
“Compensation – Stock Compensation (Topic 718): Improvements to Employee Share-Based 
Payment Accounting,” would be applied to nonemployee awards. Notably, the board has 
proposed to extend the accommodation to nonpublic entities to make a one-time election 
to switch from measuring liability-classified share-based payment awards at fair value to 
measuring at intrinsic value. 

The board released a “FASB in Focus” article that summarizes significant concepts from the 
proposal and includes a chart that presents a comparison of existing GAAP for nonemployee 
share-based payments and the proposed accounting changes.

Comments are due June 5, 2017.

http://www.crowehorwath.com
http://www.fasb.org/jsp/FASB/Page/SectionPage&cid=1176157086783
http://www.fasb.org/jsp/FASB/Page/SectionPage&cid=1176157086783
http://www.fasb.org/cs/ContentServer?c=Document_C&pagename=FASB%2FDocument_C%2FDocumentPage&cid=1176168874023
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Balance Sheet Classification of Debt
On Jan. 10, 2017, the FASB issued proposed guidance, “Debt (Topic 470): Simplifying the 
Classification of Debt in a Classified Balance Sheet (Current Versus Noncurrent),” that 
addresses the balance sheet classification of current and noncurrent debt. This project 
began as part of the board’s simplification initiative, with a goal of simplifying the current 
versus noncurrent balance sheet classification of debt for entities that present a classified 
balance sheet.

The proposal contains provisions that, if adopted, could change the classification of certain 
debt arrangements between current and noncurrent liabilities.

• It includes a classification principle based on legal terms of the debt arrangement that 
requires an entity to classify the debt instrument as noncurrent if either of the following 
criteria is met as of the balance sheet date:

It is contractually due to be settled more than one year (or operating cycle, if longer) after 
the balance sheet date.
The entity has a contractual right to defer settlement for at least one year (or operating 
cycle, if longer) after the balance sheet date.

This change in GAAP would require short-term debt that is refinanced on a long-term basis 
after the balance sheet date but before financial statement issuance to be classified as 
current (that is, not allowing consideration of a subsequent refinancing when determining 
the classification of debt as of the balance sheet date).

• The proposal also includes an exception to the previous balance sheet date principle 
for only debt covenant violation waivers that would allow an entity to classify a debt 
arrangement as noncurrent when there has been a covenant violation, and when, before 
financial statement issuance, the entity receives a waiver of that violation for a period 
greater than 12 months. In addition, the entity would be required to assess whether 
violation of any other covenants (not covered by the waiver) is probable within 12 months 
from the reporting date and, if probable, to classify the debt as current.

• It includes a requirement for separate line-item presentation of debt that is classified 
noncurrent as a result of a debt covenant waiver received after the reporting date but 
before financial statement issuance (as described in the previous bullet point).

• It also provides a definition for default that includes violations of a loan covenant and 
triggers of a subjective acceleration clause, as well as qualitative and quantitative 
disclosure requirements for those events.

Prospective transition and early adoption are proposed.

Comments are due May 5, 2017.

http://www.fasb.org/jsp/FASB/Page/SectionPage&cid=1176157086783
http://www.fasb.org/jsp/FASB/Page/SectionPage&cid=1176157086783
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Inventory Disclosures
Stemming from the FASB’s disclosure framework project and part of a trial run in applying the 
concepts of that project to existing inventory disclosure requirements, on Jan. 10, 2017, the 
FASB issued an exposure draft, “Inventory (Topic 330): Disclosure Framework – Changes to 
the Disclosure Requirements for Inventory.”

In an effort to improve the effectiveness of inventory disclosures in the notes to financial 
statements, the proposal would require that all entities present the following additional 
disclosures (some of which already are required for SEC registrants by Rule 5-02.6 of 
Regulation S-X):

• Inventory disaggregated by component (such as raw material, work-in-process, and 
finished goods)

• Inventory disaggregated by measurement basis
• Changes to the inventory balance that are not specifically related to the purchase, 

manufacture, or sale of inventory in the ordinary course of business
• A qualitative description of the costs capitalized in inventory
• The effect of last-in, first-out (LIFO) liquidations on income
• The replacement cost for LIFO inventory

The proposal also includes additional guidance for specific entities:

• Entities that report inventory using the retail inventory method (RIM) would be required to 
present qualitative and quantitative information about the critical assumptions used in the 
calculation of inventory under that method.

• Public entities, as defined in ASC 280-10-15 (including SEC registrants), would be 
required to disclose, in annual and interim periods, inventory by reportable segment or by 
component for each reportable segment if that information is regularly provided to the chief 
operating decision-maker.

Transition is proposed to be on a prospective basis upon adoption. 

Comments were due March 13, 2017.

http://www.crowehorwath.com
http://www.fasb.org/jsp/FASB/Page/SectionPage&cid=1176157086783
http://www.fasb.org/jsp/FASB/Page/SectionPage&cid=1176157086783
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Other Projects on Our Watch List
Modification Accounting for Share-Based Payment Awards
The FASB plans to issue a final ASU in the second quarter of 2017 related to its proposed 
ASU, “Compensation – Stock Compensation (Topic 718): Scope of Modification Accounting,” 
previously issued on Nov. 17, 2016, to provide guidance for which share-based payment 
award changes require modification accounting (that is, accounting for a change in an 
award by recording the incremental difference in the fair value of the modified award as 
compensation expense). Today, some entities evaluate whether changes are substantive, 
some apply modification accounting for any change unless it’s purely administrative, and 
others apply modification accounting when the change results in a change to the fair value, 
vesting, or classification. In addition, questions had been posed on whether changes for the 
adoption of ASU 2016-09, “Compensation – Stock Compensation (Topic 718): Improvements 
to Employee Share-Based Payment Accounting” – namely, changes to statutory tax 
withholding requirements – would require modification accounting.

For changes to the terms or conditions of a share-based payment award, the proposed 
amendments would provide guidance about when to apply modification accounting in Topic 
718. Modification accounting would apply unless all of the following are the same immediately 
before and after the modification:

• The award’s fair value (or calculated value or intrinsic value, if such an alternative 
measurement method is used)

• The award’s vesting provisions
• The award’s classification as an equity instrument or a liability instrument

Current disclosure requirements in Topic 718 would apply whether or not an entity is required 
to use modification accounting under the proposed amendments.

The proposal included prospective application to awards modified on or after the effective date.

It is expected that the forthcoming ASU will be effective for all entities for fiscal years 
beginning after Dec. 15, 2017, and interim periods within, for all entities. Early adoption also is 
expected to be permitted.

http://www.fasb.org/jsp/FASB/Page/SectionPage&cid=1176157086783
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Service Concession Arrangement
The FASB plans to issue a final ASU in the second quarter of 2017 related to its exposure 
draft from Nov. 4, 2016, “Service Concession Arrangements (Topic 853): Determining the 
Customer of the Operation Services (a Consensus of the Emerging Issues Task Force),” to 
address diversity in practice in how an operating entity determines the customer in service 
concession arrangements. Service concession arrangements are between a public sector 
entity (grantor) and an operating entity (the entity that operates the public sector entity’s 
infrastructure, such as airports, roads, and bridges, for a specified period of time).

When applying existing revenue recognition guidance to these arrangements, clarity is 
needed on how to determine the customer of the operating services. It is expected that 
similar issues will arise when applying the new revenue recognition standard, ASU 2014-09,  
to these arrangements.

The proposal would require that the public sector entity (the grantor), in all cases, be identified 
as the customer in service concession arrangements in the scope of ASC Topic 853.

Effective dates are expected to differ for entities that have not adopted the new revenue 
recognition guidance (including the original standard, ASU 2014-09, and subsequent revisions 
and clarifying standards) when this ASU is finalized as compared to those entities that have 
early adopted the new revenue recognition guidance when the ASU is finalized.

http://www.crowehorwath.com
http://www.fasb.org/jsp/FASB/Page/SectionPage&cid=1176157086783
http://www.fasb.org/jsp/FASB/Page/SectionPage&cid=1176157086783
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From the White House
Executive Order to Scale Back Dodd-Frank Act
On Feb. 3, 2017, President Donald Trump signed an executive order that will begin the process 
of scaling back certain financial regulations implemented in accordance with the Dodd-Frank 
Wall Street Reform and Consumer Protection Act as well as certain pieces of the Department 
of Labor’s fiduciary rule as described in the Feb. 3, 2017, presidential memorandum.

The order sets core principles for the regulation of the U.S. financial system and directs the 
secretary of the U.S. Department of the Treasury to consult with regulatory agencies and the 
Financial Stability Oversight Council (FSOC) and then report to the president on existing laws, 
treaties, regulations, guidance, reporting, and recordkeeping policies that inhibit operating the 
financial system in accordance with the core principles.

Executive Order to Reduce Regulation and Control 
Regulatory Costs
President Trump issued, on Jan. 30, 2017, an executive order aimed at reducing the growth of 
regulatory costs and the volume of regulation.

Under the order, when proposing a new regulation, an agency must identify two existing 
regulations to be considered for elimination, and the agency must offset new regulatory costs 
by eliminating the same costs from at least two regulations. Effective immediately, most 
executive departments and agencies also will be required to maintain a total incremental 
budgetary cost of zero or less for all finalized regulations, unless required by law or approved 
by the director of the Office of Management and Budget (OMB).

The order also directs the OMB to provide details on how the order will be implemented and 
how costs will be accounted for. Regulations related to foreign affairs, defense, or national 
security as well as rules related to internal agency affairs or those exempted by the OMB are 
exempt from this order.

The language of the order is not specific about what agencies are covered, but independent 
regulatory agencies such as the SEC might be exempt. Despite the exemption, some 
agencies might still choose to follow the guidance of the president.

Repeal of Resource Extraction Disclosure Rule
On Feb. 14, 2017, the president signed H.J. Resolution 41, which repeals the SEC’s rule 
“Disclosure of Payments by Resource Extraction Issuers” finalized on June 27, 2016, which 
required extraction issuers to disclose payments made to foreign governments for the commercial 
development of oil, natural gas, or minerals. The rule previously was mandated under Dodd-Frank.

https://www.whitehouse.gov/the-press-office/2017/02/03/presidential-executive-order-core-principles-regulating-united-states
https://www.whitehouse.gov/the-press-office/2017/02/03/presidential-memorandum-fiduciary-duty-rule
https://www.whitehouse.gov/the-press-office/2017/01/30/presidential-executive-order-reducing-regulation-and-controlling
https://www.whitehouse.gov/the-press-office/2017/02/14/remarks-president-trump-signing-hj-resolution-41
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From the SEC
Final Rule for Hyperlinks to Exhibits
When registration statements and periodic reports are filed with the SEC, the filings often 
include a list of previously filed exhibits in an index. Investors and other users of the filings 
must search through previous filings in order to find and access those exhibits.

In what acting SEC Chair Michael Piwowar calls a “commonsense solution,” the SEC 
approved, on March 1, 2017, a final rule requiring companies to insert hyperlinks to each 
exhibit listed in the exhibit index. The rule seeks to improve access to information contained 
in exhibits for investors and other market participants seeking that information.

The rule applies to registrants that file registration statements or reports subject to the 
exhibit requirements under Item 601 of Regulation S-K. They must continue to submit such 
registration statements and reports on the Electronic Data Gathering, Analysis, and Retrieval 
(EDGAR) system, but the format must be in HyperText Markup Language (HTML), because 
the text-based American Standard Code for Information Interchange (ASCII) format cannot 
support functional hyperlinks. Registrants may continue to file, in ASCII format, any schedules 
or forms that are not subject to the exhibit filing requirements under Item 601.

The rule is effective on Sept. 1, 2017, for all filers except nonaccelerated filers and smaller 
reporting companies that submit filings in ASCII; those will be required to comply on Sept. 1, 2018.

Proposal for XBRL Data in Filings
As part of the SEC’s disclosure modernization initiative, on March 1, 2017, the SEC voted to 
propose amendments to require the use of the Inline eXtensible Business Reporting Language 
(XBRL) format for the submission of public company financial statement information. A benefit 
of Inline XBRL is that it would allow registrants to embed XBRL data directly in their filings, 
which would eliminate the current practice of filing XBRL data as a separate “Interactive Data 
File” exhibit. In addition, the proposal would eliminate the requirement for filers to post XBRL 
data on their websites.

Comments are due May 16, 2017.

Request for Comment on Conflict Minerals
On Jan. 31, 2017, Piwowar released a public statement announcing that he had directed SEC 
staff to reconsider whether the May 2014 rule and disclosure guidance on conflict minerals is 
still appropriate and whether additional relief is appropriate. He also solicited comments from 
the public on reconsideration of the rule.

http://www.crowehorwath.com
https://www.sec.gov/news/pressrelease/2017-55.html
https://www.sec.gov/news/pressrelease/2017-56.html
https://www.sec.gov/news/statement/reconsideration-of-conflict-minerals-rule-implementation.html
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Request for Comment on Pay Ratio Disclosure
On Feb. 6, 2017, Piwowar released a public statement requesting comments from 
stakeholders on the August 2015 pay ratio disclosure rule that requires issuers to disclose the 
ratio of median annual employee compensation to the CEO’s annual compensation in fiscal 
years beginning on or after Jan. 1, 2017. Piwowar requested “public input on any unexpected 
challenges that issuers have experienced as they prepare for compliance with the rule and 
whether relief is needed.”

Comments were due March 23, 2017.

Request for Comment on Bank Holding Company 
Industry Guide
On March 1, 2017, the SEC published “Request for Comment on Possible Changes to 
Industry Guide 3 (Statistical Disclosure by Bank Holding Companies).” The request seeks 
input on the statistical disclosures called for by Industry Guide 3 and asks for comments on 
new types of disclosures that would help modernize Guide 3.

The guide was originally published in 1976 and substantively revised only as recently as 
1986. Since that time, the financial services industry has changed significantly. Not only have 
banking practices changed, but the FASB has modified accounting and disclosure standards, 
and the federal financial institution regulators have revised guidance, including reporting 
obligations that apply to the industry. As such, the disclosure guidance provided in the guide 
might not reflect the evolution of the industry or might be duplicative to or superseded by 
current accounting and reporting requirements. The SEC staff concluded that it is time to 
publicly revisit the guidance contained in Guide 3, and this request aims to gather input on 
the types of disclosure changes that would be meaningful to various stakeholders.

The SEC also encourages responders to consider and comment on whether Guide 3 should 
continue to be applicable for registrants other than bank holding companies that have 
material lending and deposit activities as well as foreign registrants.

Comments are due on May 8, 2017.

XBRL Taxonomy for Foreign Private Issuers
On March 1, 2017, the SEC released its first XBRL taxonomy for foreign private issuers (FPIs) 
that prepare their financial statements in accordance with International Financial Reporting 
Standards (IFRS). FPIs must begin submitting their IFRS financial statements in XBRL 
format for fiscal periods ending on or after Dec. 15, 2017. For calendar year-end FPIs, XBRL 
submissions will be required for Dec. 31, 2017, annual reports.

https://www.sec.gov/news/statement/reconsideration-of-pay-ratio-rule-implementation.html
https://www.sec.gov/news/pressrelease/2017-54.html
https://www.sec.gov/news/pressrelease/2017-58.html
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Speeches
Advancing Effective Internal Control and Credible Financial Reporting
In a speech on March 21, 2017, SEC Chief Accountant Wesley R. Bricker addressed the 
Annual Life Sciences Accounting & Reporting Congress. He discussed implementation of 
the revenue recognition standard, including themes related to the new gross versus net 
presentation guidance. He highlighted the need for disclosure of details related to a principal 
versus agent assessment in order to assist investors in understanding the arrangement. 

Additionally, Bricker reminded the audience that the scope of the new standard includes not 
only recognition, measurement, and presentation but also disclosure. He recommended that 
entities consider the impact of changes to disclosure when they are evaluating the extent of 
the impact of the new standard.

In his remarks about internal control over financial reporting, he mentioned areas that might 
be affected by the transition to the new standard, including attracting and retaining competent 
personnel, management’s tone at the top, changes to established business practices and 
information reporting systems, and comprehensive and timely risk assessments.

Advancing the Role and Effectiveness of Audit Committees
In a March 24, 2017, speech to audit committee members at the University of Tennessee’s 
C. Warren Neel Corporate Governance Center, Bricker addressed the critical role of today’s 
audit committee in overseeing the quality of the audit and financial reporting processes, and 
he called on audit committees to consider a number of actions, including:

• Developing an understanding of the business operating environment of the company that a 
member serves

• Evaluating the risk of audit committee work overload
• Assessing the tone at the top of an organization as part of a control environment evaluation
• Educating members on developments in accounting and financial reporting and evaluating 

their company’s implementation progress on new accounting standards
• Evaluating non-GAAP measures, including disclosure controls and procedures for accurate 

and consistent measures
• Overseeing the external auditor relationship and considering voluntary audit committee 

reporting, including the disclosures outlined in the 2015 SEC concept release related to the 
evaluation and approval of the auditor’s compensation

Deputy Chief Accountant Announcement
On March 30, 2017, the SEC named Sagar S. Teotia as a deputy chief accountant in the 
Office of the Chief Accountant (OCA). He will lead the activities of OCA’s accounting group, 
which includes consultations with public companies on accounting matters. Teotia previously 
served as a professional accounting fellow in OCA.

http://www.crowehorwath.com
https://www.sec.gov/news/speech/bricker-remarks-annual-life-sciences-accounting-and-reporting-congress-032117
https://www.sec.gov/news/speech/bricker-university-tennessee-032417
https://www.sec.gov/news/press-release/2017-73
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From the PCAOB
Auditor’s Reporting Model
On May 11, 2016, the PCAOB re-exposed a proposal, “The Auditor’s Report on an Audit of 
Financial Statements When the Auditor Expresses an Unqualified Opinion,” to add critical 
audit matters (CAMs) (that is, certain matters that “involve especially challenging, subjective, 
or complex auditor judgment,” among other criteria) to the auditor’s report. The revised 
proposal retains the pass-fail model in the existing auditor’s report (that is, the qualified- 
unqualified opinion model) but would add CAMs and make other improvements to the report. 
The PCAOB refined its prior proposal by limiting CAMs to those communicated or required to 
be communicated to the audit committee and material to the financial statements and adding 
a requirement that the auditors describe how the CAM was addressed.

Generally, the proposal would apply to audits conducted under PCAOB standards; however, 
unlike the 2013 proposal, the requirements would not apply to the audits of 1) brokers and 
dealers, 2) investment companies other than business development companies, and 3) 
employee stock purchase, savings, and other similar plans.

The re-exposed proposal does not include the additional auditing standard from the 2013 
proposal related to the auditor’s responsibilities for other information outside the financial 
statements, but the board did state that it will determine how to proceed on that standard  
at a later date.

Comments were due Aug. 15, 2016. A final standard is expected from the PCAOB in the 
second quarter of 2017.

https://pcaobus.org//News/Releases/Pages/PCAOB-Reproposes-Auditors-Report-051116.aspx
https://pcaobus.org//News/Releases/Pages/PCAOB-Reproposes-Auditors-Report-051116.aspx
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