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With you today

Lon R. Freeman
Audit Senior Manager

Tel: +1 801 380 0210 

lrfreeman@kpmg.com

— Lon is an Audit Senior Manager in KPMG’s 
Power and Utilities practice. He has more than 
eleven years of experience providing financial 
audits and audit of internal control over financial 
reporting. 

— Lon’s industry focus is in energy with experience 
in regulated electric utility companies as well as 
oil and gas companies. He also has experience 
working with manufacturing and consumer 
products companies. Lon is an instructor for the 
Power & Utilities learning and development 
course for KPMG US associates.
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Agenda
Accounting and auditing changes

• Revenue recognition
• Leasing
• The definition of a business
• Simplifying the goodwill impairment test
• Pension and OPEB costs
• Stock compensation modifications
• Statement of cash flows – classification matters
• Statement of cash flows – restricted cash
• PCOAB update



4© 2017 KPMG LLP, a Delaware limited liability partnership and the U.S. member firm of the KPMG network of independent member firms affiliated with KPMG International 
Cooperative (“KPMG International”), a Swiss entity. All rights reserved. NDPPS 639097

Major Foundational Accounting 
Standards Updates (ASUs)

Revenue Recognition
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Objectives of the new revenue standard 

*IASB: International Accounting Standards Board/FASB: Financial Accounting Standards Board 

FASB/IASB* 
converged 
standard 

Remove inconsistencies 
and weaknesses in 

existing requirements to 
improve comparability 

Provide more useful 
information through 
improved disclosure 

requirements 

Provide a more robust 
framework for addressing 

revenue issues 

Simplify the preparation 
of financial statements by 
reducing the number of 
requirements by having 
one revenue framework
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FASB/IASB, TRG, and AICPA Task Forces 

FASB 
—4 ASUs in 2016

TRG
—Last meeting held 

in November 
2016

AICPA Financial 
Reporting 
Executive 
Committee 
(FinREC)

FASB/IASB AICPA SEC

Focus on SAB 74 
disclosures and 

registrants’ 
readiness

AICPA Revenue 
Recognition 

Working Group

AICPA 16 Industry 
Task Forces

Focus on 
consistent 
application

Focus on internal 
controls, systems, 

and processes
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SEC Observations – SAB 74 Disclosures
SAB Topic 11.M (SAB 74)

At the September 22, 2016 EITF meeting, the SEC staff announced that when the
effect of a new standard is not known or reasonably estimable, a registrant should
consider additional qualitative financial statement disclosures to assist financial
statement users in determining the significance of the effect that the standard will
have on the financial statements when adopted.

SEC staff expect such qualitative disclosure to include:

Description of the effect of the accounting policies that the registrant expects to
apply, if determined, and a comparison with the current accounting policies.

Description of the status of the process to implementation the new standard and
the significant implementation matters yet to be addressed.

Refer to ASC paragraph 250-10-S99-6 in which this SEC staff announcement is codified.  
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FASB & IASB’s amendments

Final amendments have been published

IASBFASB

ASU 2015-14 ASU 2016-10 ASU 2016-08 ASU 2016-12 Amendment #1

One-year deferral of 
the effective date

Licenses

Sales-based and 
Usage-based Royalties

Performance Obligations

Practical Expedients 
upon Transition

One-year 
deferral of the 
effective date

Accounting for 
Shipping and 

Handling 
Services

Practical 
Expedients 

upon transition

Licenses

Sales Tax 
presentation: 
Gross versus 

Net

Sales-based 
and Usage-

based 
Royalties

Measurement 
of noncash 

consideration

Performance 
Obligations

Collectibility
Principal vs. 

Agent

Principal vs. Agent

Amendment #2

Completed 
Contracts 

Technical 
Corrections 

and 
Improvements

Disclosure 
Relief

ASU 2016-20    
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Scope of the standard 
Contract

— Lease contracts
— Contracts within the scope of ASC Topic 944
— Financial instruments and other contractual rights or obligations (e.g., receivables, debt and 

equity securities, liabilities, debt, derivatives, transfers and servicing, etc.)
— Guarantees (other than product or service warranties)
— Non-monetary exchanges between entities in same line of business to facilitate sales to 

customers

Standard does not apply to

Entity Customer
Consideration

Goods and services
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The core principle and the five-step model
Core

principle

An entity recognizes revenue to depict the transfer of 
promised goods or services to customers in an amount 
that reflects the consideration to which the entity 
expects to be entitled in exchange for those goods or 
services

Identify the contract(s) with a customer

Identify the performance obligations in the contract 

1

2

3 Determine the transaction price

Allocate the transaction price to the performance obligations in 
the contract4

5 Recognize revenue when (or as) the entity satisfies a 
performance obligation
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Some potential changes to current practice  

 Apply the separation criteria to all contracts

 Determine whether performance obligations 
in a bundle of good or services are “distinct”

Bundled Goods and 
Services

 Adjust transaction price for contracts with 
significant financing components 

 Includes accretion on advance payments 

Significant Financing 
Component 

 Estimate included in the transaction price 

 Subject to the constraint 
Variable 

Consideration 
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Some potential changes to current practice 

 Limitation relating to allocation of revenue to 
delivered item is eliminated 

Multiple Element 
Arrangements

 Residual approach is permitted in certain 
circumstances 

Estimated Selling 
Price  

 Evaluate whether each performance 
obligation is satisfied (a) over time or (b) at 
a point in time

Timing of Revenue 
Recognition 
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Some potential changes to current practice 

 Vendor-specific objective evidence is no 
longer required

Separation Criteria 
for Elements in 

Software 
Arrangements 

 Specific guidance to determine if distinct 
license is a promise to:
– Transfer intellectual property at a point in 

time
– Provide the customer access to 

intellectual property over time

Licenses 

■ Certain fulfillment and contract acquisition 
costs required to be capitalizedContract Costs
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Some potential changes to current practice 

 Decoupling of contract revenue and contract 
cost recognition 

 Smooth margins only possible if cost-to-cost 
method is appropriate measure of progress 

 Contract costs not eligible for capitalization 
are expensed as incurred

Construction-Type 
Contracts  

 Elimination of specific requirements for full 
profit recognition 

 May result in acceleration of revenue (or 
gains)

Real Estate  
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Effective date
One year deferral

— ASU 2015-14, Deferral of the Effective Date, defers the original effective 
date by one year. 
- Early application would be permitted (but not before original effective 

date, i.e., in annual periods beginning after December 15, 2016)
- Both the retrospective and cumulative-effective transition methods 

remain

Public business entities and certain not-for-profit entities

— Fiscal years, and interim periods within those years, beginning after 
December 15, 2017 

All other entities

— Fiscal years beginning after December 15, 2018, interim periods in fiscal 
years beginning after December 15, 2019
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Transition approaches
The following chart summarizes the transition options available to entities (based on 
a calendar fiscal year for U.S. public business entities) 

Transition approach 2016/2017 2018

Date of 
cumulative 

effect 
adjustment

Retrospective Restate for all 
contracts

Apply to all 
contracts

January 1, 2016

Retrospective Using 
One or More Practical 
Expedients (PEs)

Restate for all 
contracts except for 
contracts or 
estimates covered 
by the practical 
expedients elected 
by the entity

Apply to all 
contracts

January 1, 2016

Cumulative Effect at the 
Date of Adoption – elect
to apply to all or only 
contracts not completed

No contracts 
restated; reported 
on the basis of 
legacy guidance

Apply to all 
contracts 

January 1, 2018
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SEC staff provides relief on five-year data table

Relief for Retrospective Revenue Adopters

The SEC stated that it will NOT object if registrants applying the standard 
retrospectively only apply it to periods covered by the financial statements

Reduces some cost and effort for 
registrants that choose to 

retrospectively adopt

Registrants must clearly disclose if the 
earlier years are not retrospectively 

adjusted
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Implementation of the Revenue Standard

Business
 Impact on business practices 
 Budget and management reporting
 Communication with financial 

markets
 Covenant compliance
 Opportunity to rethink business 

practice
 Coordination with other strategic 

initiatives

Systems and Processes
 Impact on ERP system
 General ledger, subledgers and 

reporting packages
 Supporting transition process

− New processes
− SOX compliance

Change Management
 Project management
 Impact on internal resources
 Training (accounting, sales, etc.)
 Revenue change management team
 Multi-national locations

Accounting, Tax, and Reporting
 Accounting policies
 Historical results and transition
 Reporting differences
 Disclosure of expected impact
 Tax reporting
 Tax planning
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Major Foundational Accounting 
Standards Updates (ASUs)

Leases
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Overview and transition

Transition:
— Initial application is the first day of the earliest comparative period presented

— Same for lessees and lessors

— Apply a modified retrospective transition approach: 

• restate all comparative periods presented, with a transitional adjustment recorded to equity on [the first day 
of the first comparative period]; and 

• no revisions to the accounting for leases that expired prior to date of initial application.

— Full retrospective adoption prohibited

— Permitted to elect a package of transition practical expedients and/or use hindsight for judgments/estimates 
that reduce the transitional burden 

Overview:
— Lessees will recognize most leases on-balance sheet—increasing reported assets and liabilities, sometimes 

significantly.

— Lessor accounting remains substantially similar, but there are some important changes. 

— Implementation of the new standard could have broad organizational impacts beyond general accounting 
and financial reporting.

Effective Date:
— Companies are required to adopt the new lease standard on January 1, 2019. The financial statements that 

will be included in the Q1 2019 Form 10-Q will be subject to the new lease accounting standard.

— Early adoption is permitted.



21© 2017 KPMG LLP, a Delaware limited liability partnership and the U.S. member firm of the KPMG network of independent member firms affiliated with KPMG International 
Cooperative (“KPMG International”), a Swiss entity. All rights reserved. NDPPS 639097

Change is challenging

Transit ion adjustment activities

High level 
assessment

Detailed impact assessment Design processes and 
controls 

Develop and test  systems 
and processes

Build and Test  IT 
Solut ions

Revise Accounting 
Policies & Model Pro 

Forma Results

Accounting
Diagnostic

Init ial Evaluat ion 
of Processes and 

Systems

Prior it ize Impacts 
and Define 

Workstreams

Formalize Steering 
Committee, 

Communicat ion 
Plan and Key 
Milestones

Scoping

Contract  Reviews for  Lease Identification

Improve Systems, 
Processes, and Controls, 

as necessary

Select  Technology and 
Manual Solut ions

Detailed Implementation 
Plan

Refine Systems & 
Processes, and Data 

Requirements

Phase 1: Assess Phase 2: Design Phase 3: Implement

Go-live & 
sustain

Deploy IT 
Solut ion, 
Cert ify 

Controls, 
and Sustain

Process & Technology

Internal Controls
Init ial Risk 

Assessment

Broader Impact 
Evaluat ion:
— FP&A
— Investor relations
— Business & Sales 
— HR
— Legal 

Assess transition information needs

— Determine information needs – e.g. 
information needed to calculate any 
opening adjustment to equity at beginning 
of ear liest  comparat ive per iod presented 
and adjustments required to restate 
comparat ive per iods presented 

Design transit ion approach Implement: Calculate 
transit ion adjustment

Report  and 
integrate 

Determine IT and manual 
solut ions, including 
controls, to ensure 
completeness and 

accuracy of data required

Transit ion Assessment

Calculate transition 
adjustments (including 

adjustments to 
comparat ive per iods 

presented) and perform 
tests to ensure accuracy 

of results

Report  
transit ion 

adjustments 
and integrate 

into new 
systems

Resource Management, Communicat ion and Training 

Revise Processes and Add 
Internal Controls

TaxesWhite 
Papers

DisclosuresAccounting 
Evaluation

Accounting Gaps

Data Requirements
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Don’t delay
— For a public company adopting the lease standard at the required effective date (January 1, 

2019): January 1, 2017 is the date of initial application.
— Sufficient time needs to be allocated to allow for:

- identifying the complete population of leases, 
- collecting and abstracting all relevant data for each lease to enable proper accounting, and 
- external auditor procedures over implementation activities and audit of the transition 

accounting and related internal controls.
Completeness of lease population is critical initial step 
— Even if package of transition practical expedients is elected, companies are required to evaluate 

the completeness of the population of existing leases. The practical expedients do not forgive 
errors in applying current GAAP.

— May not have been a focus under previous lease standard.
Assessment and implementation is harder than you think
— Estimate is that each lease will average 3 hours to account for under the new lease accounting 

standard. 
— Various judgments and estimates required for transition and subsequent accounting that may 

require technical accounting resources.

Key messages and reminders

Topic 842 introduces new estimates and judgments for both lessors and lessees
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Cross-functional involvement is required
— The new standard depends on a detailed understanding of the company’s business and 

contracts that cannot be outsourced. 
— Senior leadership buy-in is key to ensure cross-functional collaboration is prioritized.
Potential changes required to processes, systems, and controls 
— Critical part of overall implementation will be ensuring appropriate processes and controls are 

in place over the transition and ongoing reporting..
- Identification of lease arrangements 
- Capability to account for right of use assets and lease liabilities under new lease standard
- Capability for ongoing monitoring of lease reassessments and modifications

In-depth qualitative and quantitative SAB 74 disclosures required
— SEC staff have stated that registrants should provide in-depth SAB 74 disclosures in their 

current Form 10-K and Form 10-Q filings about the anticipated impact that the new lease 
standard will have on the registrant’s financial statements upon adoption.

— Example transition disclosures available: KPMG Financial Reporting View

Key messages and reminders, contd.

Internal controls need to be in place over the (1) transition and (2) 
ongoing reporting under Topic 842

https://frv.kpmg.us/reference-library/2017/02/asc-842-leases-transition-disclosures.html
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ASU 2017-01:

Clarifying the Definition of a 
Business 
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Agenda

Effective dates and transition

Definition of a business

Step 2 – Substantive process

Step 1 – Initial screen

ASU 2017-01
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Why does the definition matter? 
Initial Measurement of Assets 

Direct Acquisition Costs

In-process Research and
Development (R&D)

Disclosure Requirements

Goodwill/Bargain Purchase

Contingent Consideration

Acquisition 
of a Group 
of Assets 

or a 
Business?

An entity must recognize 
intangible assets acquired in an 
asset acquisition and in a 
business combination. For 
example, an entity would 
allocate the purchase price 
between the in-place leases and 
tangible real estate assets in 
both an asset acquisition and a 
business combination. 

ASU 2017-01
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Definition of a business
Basic definition
A business is an integrated set of activities and assets that is capable of being conducted and 
managed for the purpose of providing a return in the form of dividends, lower costs, or other economic 
benefits directly to investors or other owners, members, or participants.

Outputs are not required to be a business. Not all inputs and processes needed to create outputs are 
required. 

Inputs – Economic 
resources that create, or 
have ability to contribute to 
the creation of outputs

Intangibles, Property, Plant 
and Equipment, Intellectual 
Property, Ability to obtain 
access to materials or 
rights, and employees

Required element #1

Processes – Systems, 
standard protocol 
conventions or rules when 
applied to inputs have the 
ability to contribute to the 
creation of outputs

Strategic management, 
operational processes, an 
organized workforce

Required element #2
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Key changes
Old guidance New guidance

Missing inputs
or processes

A set is a business if a market 
participant could replace the 
missing elements

A set must include at a minimum an 
input and a substantive process to 
be a business

Single/similar
asset threshold

None If substantially all the fair value is 
concentrated in a single asset (or 
group of similar assets) the set is 
not a business

Definition of 
outputs

…have the ability to provide a 
return

…have the ability to provide goods 
or services

Presence of 
goodwill

Presumption that the set is a 
business

Indicator of a substantive process

The new definition of a business does not impact the SEC definition of a business and 
related filing requirements – e.g. pro forma information.

ASU 2017-01
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Clarifying the definition of a business

Evaluate whether an input and a substantive 
process exist.

Evaluate whether substantially all of the fair value is concentrated in 
a single asset (or group of similar assets).

Step

Step

ASU 2017-01
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Effective dates and transition

Annual periods in 
fiscal years

Interim periods in 
fiscal years

Public business entities Beginning after 12/15/2017 Beginning after 12/15/2017

All other entities Beginning after 12/15/2018 Beginning after 12/15/2019

What is the transition method of the standard?
— The ASU is applied prospectively as of the beginning of the first period that occurs 

on or after the effective date. No transition disclosures are required.

When is it effective?

Entities may early adopt the ASU and apply it to transactions that have not yet 
been reported in financial statements that have been issued or made available 
for issuance. 

ASU 2017-01
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Examples of early adoption

A calendar-year-end SEC registrant that has not issued its 2016 Form 10-K may 
adopt the amendments in the fourth quarter of 2016, but would be allowed to 
apply the amendments beginning on October 1, 2016 only. 1

2 A calendar-year-end nonpublic business entity that has not released interim or 
annual financial statements for 2016 would be able to apply the amendments 
beginning on January 1, 2016.

Example

ASU 2017-01
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ASU 2017-04:

Simplifying the Test for Goodwill 
Impairment
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Simplifying the Test for Goodwill Impairment
ASU 2017-04

The Board decided to proceed with a phased approach

First Phase: 
Simplify the impairment test 
by eliminating Step 2 of the 

impairment model from 
current GAAP

(ASU No. 2017-04)

Second Phase: 
Moved to Research Agenda 

(consider additional 
changes to the subsequent 

accounting for goodwill)
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Simplifying the Test for Goodwill Impairment
ASU 2017-04

Remove Step 2 of 
the impairment test

Impairment charge 
is amount carrying 
amount exceeds 

fair value

Impairment charge 
can’t exceed 

carrying value of 
goodwill

No unique 
treatment for zero 

or negative 
carrying amount 
reporting units
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Goodwill Impairment - Example 1* (Non-Deductible)
ASU 2017-04

Reporting unit has the following assets and liabilities:

• Net Assets: $60; tax basis of $35
• Goodwill: $40 (Non-deductible)
• Net deferred tax liabilities: $10 (($60 - $35) * 40%)
• Total carrying amount: $90 ($60 + $40 - $10)
• Tax Rate: 40.0%

Fair Value: $80

Carrying amount ($90) exceeds fair value ($80). 
Entity records impairment loss of $10 and goodwill is 
reduced to $30

*Based on Example 1 in ASU 2017-04
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Goodwill Impairment - Example 2* (Deductible)
ASU 2017-04

Reporting unit has the following assets and liabilities:

• Goodwill: $400
• Deferred tax: $200
• Other Net Assets: $400
• Total carrying amount: $1,000
• Tax Rate: 40%

Fair value: $900

*Based on Example 2A in ASU 2017-04
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Goodwill Impairment - Example 2 * (Deductible)
ASU 2017-04

How the simultaneous equation works:

Goodwill impairment charge: $167, 
partially offset by the deferred tax asset of $67

*Based on Example 2A in ASU 2017-04

Carrying 
Carrying Fair Initial Adjustment Amount After
Amount Value Impairment for equation Impairment

Goodwill 400$           (100)$          (67)$            233$                  
Deferred Taxes 200              67                267                    
Other Net Assets 400              400                    
Total 1,000          900              (100)            -              900                    
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Disclosure guidance
ASU 2017-04

An entity must disclose the reporting units with zero or negative 
carrying amounts, the amount of goodwill allocated to each, and the 
related reportable segment.

In the period of adoption, an entity must make the typical transition 
disclosures about the nature of and reason for the change in 
accounting principle, as well as why the change is preferable (i.e., 
“…to comply with the new ASU…”).
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Private Companies
ASU 2017-04

Private companies that have elected only the alternative treatment for 
goodwill may adopt this ASU prospectively, using the remaining 
unamortized balance of goodwill as its new cost basis

• Must resume testing goodwill for impairment annually at the reporting unit level
• Do not need to justify change as preferable

The guidance in this ASU does not supersede retrospective application 
requirements when a private company expects to file with the SEC.

Private companies that have also elected the alternative treatment to 
subsume certain identifiable intangible assets into goodwill may only 
adopt this ASU following the guidance in ASC Topic 250

• Need to justify the change as preferable
• Must adopt retrospectively
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Transition guidance
ASU 2017-04

Prospectively for annual and interim periods in fiscal years 
beginning after:

Early adoption permitted for goodwill impairment tests with 
measurement dates on or after January 1, 2017.

December 15, 2019 Public business entities that file with the 
SEC

December 15, 2020 Public business entities that do not file 
with the SEC

December 15, 2021 Entities that are not public business 
entities
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Transition guidance
ASU 2017-04

Facts
• FYE: September 30, 2017
• Annual Impairment test date: July 1st

• Company performed a two-step interim 
impairment test as of November 30, 2016 
because of a triggering event

Analysis
• Early adoption is 

permitted because 
the interim test 
was performed as 
of a date before 
January 1, 2017

Companies need to apply the same impairment model consistently to all goodwill 
impairment tests performed within a fiscal year, except for interim tests performed as 
of a date before January 1st, 2017

Example 1



42© 2017 KPMG LLP, a Delaware limited liability partnership and the U.S. member firm of the KPMG network of independent member firms affiliated with KPMG International 
Cooperative (“KPMG International”), a Swiss entity. All rights reserved. NDPPS 639097

Transition guidance
ASU 2017-04

Facts
• FYE: September 30, 2017
• Annual Impairment test date: July 1st

• Company performed a two-step interim 
impairment test as of February 1, 2017 
because of a triggering event

Analysis
• Early adoption is 

prohibited 
because the 
interim test was 
performed after 
January 1 2017

Example 2
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ASU 2017-07:

Improving the Presentation of Net 
Periodic Pension Cost and Net 
Periodic Postretirement Benefit Cost
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Improving the Presentation of Net Periodic Pension Cost 
and Net Periodic Postretirement Benefit Cost

Disaggregate service cost from other 
components of net benefit cost.
Present service cost with other employee 
compensation costs.
Present remaining components 
separately from service cost and outside
operating income, if presented.
Capitalize only service cost component.

ASU 2017-07

To increase transparency for users by simplifying and improving the reporting of 
net benefit pension cost

What is Changing?
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Why change, why now?

Financial statement users say net presentation combines 
elements that are different in their predictive value, which makes 
analysis difficult and costly.
Disaggregation of service cost from other components aims to 
increase predictive value through improved transparency, and 
facilitate analysis for financial statement users.

Improved predictive value and transparency

ASU 2017-07
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Why change, why now? 

An increasing number of entities have elected to recognize 
actuarial gains and losses immediately in the income statement. 
This results in increased volatility in line items that typically 
include net benefit cost like cost of sales, gross profit, and SG&A. 
Disaggregation aims to reduce some of this volatility in operating 
profit.

Reducing volatility in operating profit 

ASU 2017-07
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Effective dates and transition
ASU 2017-07
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Companies may want to think about

The effect that  
the 

amendments 
may have on

Presentation 
upon transition 
to the standard

ICOFR

Contracts 
tied to 

operating 
metrics

Carrying 
amount of 

certain assets 

Disclosures

ASU 2017-07
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How will teams approach…

Industry-specific 
issues 

Disaggregation 
of net benefit 

cost

Changes to 
processes and 

controls

Hybrid transition 
approach

Changes to 
disclosures

Closer 
alignment with 

IFRS

Capitalization 
of service 

costs

ASU 2017-07
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ASU 2017-09:

Compensation—Stock 
Compensation (Topic 718): 
Scope of Modification Accounting
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Background and main provisions

Apply modification accounting UNLESS three characteristics of a 
share-based payment are the same immediately before and after 
the change:
• Total fair value of the award;
• Vesting conditions; and
• Classification of the award (e.g., equity or liability).

Main Provisions

Provide clarity and reduce the (1) diversity in practice and (2) cost 
and complexity when applying the guidance in Topic 718, 
Compensation – Stock Compensation, to a change to the terms or 
conditions of a share-based payment award.

Objective
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Modification accounting: application

Administrative changes (e.g., 
company or plan name 
changes).
Changes in statutory tax 
withholdings that do not affect 
the classification of the award.

Would not be applied

Repricing of share options.
Change in service, 
performance, or market 
condition.
Change in an award that 
changes the classification as 
equity or liability.
An acceleration of vesting 
provision is added to the plan 
in contemplation of an event, 
and the awards are immediately 
vested if the related event 
occurs.

Would be applied
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Other considerations

For share-based payment plan amendments to revise performance 
metrics that are impacted by adopting new accounting standards 
(e.g., revenue recognition, credit impairment, and leases):
• Evaluate the same as any other modification.
• Consider whether there are changes in the total fair value, vesting conditions, 

or classification of the underlying awards.

Even when there is no modification required, tax implications would 
still need to be considered.
Obligations for personal income taxes, excise taxes, and interest to employees 
on vesting of awards, among other tax consequences, can still be triggered.

Tax implications

Performance metrics
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Disclosure & effective dates

and

Amendments would be 
applied prospectively to 

awards modified after 
the effective date.  

Effective date is for all 
fiscal years beginning 

after December 15, 2017 
(early adoption 

permitted).

No changes to existing 
disclosure requirements.
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ASU 2016-15, 
Statement of Cash Flows:

Classification of Certain Cash 
Receipts and Cash Payments 
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Project background and objective

Diversity in practice exists in 
application of ASC Topic 230, 
Statement of Cash Flows.
Statement of cash flows 
classification errors is second 
most common source of 
restatements for public 
companies.

Source: Audit Analytics, 2014 Financial 
Restatements – A Fourteen Year 
Comparison

Facts Solution?

Rules based 
guidance?

Clarify existing 
principles in ASC 

Topic 230?

Holistic review of 
ASC Topic 230?

ASU 2016-15
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Cash Flow Issues
Debt Prepayment or 
Extinguishment Costs

Distributions Received from 
Equity Method Investees

Settlement of Zero-Coupon
Bonds or Bonds with 
Insignificant Coupon Interest 
Rates

Beneficial Interests in 
Securitization Transactions

Contingent Consideration 
Payments Made After a 
Business Combination

Separately Identifiable Cash 
Flows and Application of the 
Predominance Principle

Proceeds from the Settlement 
of Insurance Claims

Proceeds from the settlement 
of Corporate-Owned Life 
Insurance Polices

1

2

3

4

5

6

7

8

ASU 2016-15
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Issue 1
For debt prepayment or extinguishment costs, the ASU 
requires entities to:

— Classify as cash outflows from financing activities:
 Debt prepayment
 Extinguishment costs

ASU 2016-15
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Issue 2
For the settlement of zero-coupon bonds or other debt 
instruments with coupon interest rates that are insignificant in 
relation to the effective interest rate of the borrowing, the ASU 
requires that for cash payments:

— Attributable to the accreted interest: 
 Classify as cash outflows from operating activities. 

— Attributable to the principal (original proceeds):
 Classify as cash outflows from financing activities.

ASU 2016-15
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Issue 3
For contingent consideration payments made after a business 
combination, the ASU requires that:

Payments made soon after the acquisition date
 Classify as cash outflows from investing activities 

Payments not made soon after the acquisition date:
— Payments up to the amount of the contingent consideration 

liability recognized at acquisition date:
 Classify as cash outflows from financing activities.

— Payments in excess of contingent consideration liability 
recognized at acquisition
 Classify as cash outflows from operating activities. 

ASU 2016-15
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Issue 4
For proceeds from the settlement of insurance claims, the ASU 
requires entities to:

— Classify proceeds received based on insurance coverage (nature of 
loss).

— This includes proceeds received in a lump-sum settlement.

ASU 2016-15
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Issue 5
For proceeds from the settlement of corporate-owned life 
insurance (COLI) policies, including bank-owned life insurance 
policies, the ASU requires that:

— Cash proceeds from settlement 
 Classify as cash flows from investing activities

— Cash payments for premiums on COLI policies 
 Classify as cash outflows for investing, operating, or a 

combination of investing and operating activities 

ASU 2016-15
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Issue 6

Distributions are considered 
returns on the investment and 
classified as cash inflows from 
operating activities, unless 
cumulative distributions exceed 
cumulative equity in earnings.
Excess over cumulative equity in 
earnings is classified as cash 
inflows from investing activities

Cumulative earnings

Distributions classified as either a 
return on investment (cash inflows 
from operating activities) or return 
of investment (cash inflows from 
investing activities) based on 
nature of activities that generated 
the distribution

Nature of the distributions

For distributions received from equity method investees, the ASU 
requires either a ‘cumulative earnings approach’ or ‘nature of the 
distributions approach’ as a policy election:

ASU 2016-15
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Issue 7
For beneficial interests in securitization transactions, the ASU 
requires entities to:

— Disclose as a noncash activity: 
 Transferor’s beneficial interest obtained in a securitization of 

financial assets.

— Classify as cash inflows from investing activities: 
 Cash receipts from payments on a transferor’s beneficial interests 

in securitized trade receivables.

ASU 2016-15
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Issue 8
For separately identified cash flows and application of the 
predominance principle, the ASU provides additional 
guidance:

— Classification of cash receipts and payments that have aspects of 
more than one class of cash flows should first be determined by 
applying specific guidance in US GAAP.

— In the absence of specific guidance, classify each separately 
identifiable cash source and use based on their nature in financing, 
investing or operating activities.

— For cash receipts and payments with aspects of more than one class 
of cash flows that cannot be separated, classify based on the activity 
that is likely to be the predominant source or use of the cash flow.

ASU 2016-15



66© 2017 KPMG LLP, a Delaware limited liability partnership and the U.S. member firm of the KPMG network of independent member firms affiliated with KPMG International 
Cooperative (“KPMG International”), a Swiss entity. All rights reserved. NDPPS 639097

Transition, Disclosures & Effective Dates

Annual Periods Interim Periods

Public Business 
Entities

Beginning after 
December 15, 2017

Beginning after 
December 15, 2017

All Other Entities Beginning after 
December 15, 2018

Beginning after 
December 15, 2019

Early adoption is permitted for all entities.

Transition:

— Full retrospective transition method is required, with a provision for impracticability.

Disclosures:

— The nature of and reason for change in accounting principle and a description of the 
prior period information that has been retrospectively adjusted should be disclosed.

— Disclosures should be made in the first interim and annual period.

Effective Dates:

ASU 2016-15
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ASU 2016-18, 
Statement of Cash Flows

Restricted Cash
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Background: Why is the FASB amending Topic 
230?

Entities classify transfers between cash and restricted cash as 
either:
Operating activities
Investing activities
Financing activities, or 
A combination of the above 

Entities present direct cash receipts into, and direct cash payments 
made from, a bank account that holds restricted cash as either:
Cash inflows and cash outflows, or
Disclose as noncash investing or financing activities 

Diversity exists in the classification and presentation of changes in 
restricted cash on the statement of cash flows

ASU 2016-18
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Statement of cash flows
For the statement of cash flows, the ASU requires:

ASU 2016-18

— The statement of cash flows should explain the change 
during the period in the total of cash, cash equivalents, 
and amounts generally described as restricted cash 
and restricted cash equivalents.
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Disclosures of restricted cash: Line items and 
amounts

The ASU requires disclosure of:

ASU 2016-18

In many cases, the end-of-period total per the statement of cash 
flows may no longer agree to the cash and cash equivalents line 
item on the face of the statement of financial position

— The amounts and line items in which cash and cash 
equivalents and amounts generally described as restricted 
cash and restricted cash equivalents are included in the 
statement of financial position, when such amounts are 
presented in more than one line item.
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Disclosures of restricted cash: Nature of 
restrictions
The ASU requires disclosure of:

ASU 2016-18

— Information about the nature of restrictions on cash, cash 
equivalents, and amounts generally described as restricted 
cash and restricted cash equivalents. 
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Example – New presentation and disclosure
ASU 2016-18

Disclosure on face of statement of 
cash flows or within footnotes:

The following table provides a reconciliation of cash, 
cash equivalents, and restricted cash reported within 
the statement of financial position that sums to the total 
of such amounts shown on the statement of cash flows.

12/31/2018
Cash and cash equivalents $    1,465
Restricted cash 125
Restricted cash included in other

long term assets 75
Total cash, cash equivalents, and 

restricted cash shown in the statement
of cash flows $    1,665

Amounts included in restricted cash represent those 
required to be set aside by a contractual agreement 
with an insurer for the payment of specific workers’ 
compensation claims. 
Restricted cash included in other long-term assets on 
the statement of financial position represents amounts 
pledged as collateral for long-term financing arrangements 
as contractually required by a lender. The restriction will 
lapse when the related long-term debt is paid off. 

Totals on face of statement of cash flows 
will include restricted cash:

Cash flows from operating activities:
Net income 760$     
Depreciation and amortization 700
Increase in accounts receivable (105)

Total adjustments 595
Net cash provided by operating activities 1,355

Cash flows from investing activities:
Proceeds from sale of facility 500
Capital expenditures (1,665)

Net cash used in investing activities (1,165)

Cash flows from financing activities:
Proceeds from issuance of long-term debt 1,000
Dividends paid (125)

Net cash provided by financing activities 875

1,065

600

1,665$ 

ABC Company Consolidated Statement of Cash Flows 
For the Year Ended December 31, 2018

Net increase in cash, cash equivalents, 
and restricted cash
Cash, cash equivalents and 
restricted cash at beginning of year
Cash, cash equivalents and 
restricted cash at end of year
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Restricted cash – Other observations
The presentation or classification of restricted cash on the 
statement of financial position is not affected by this ASU.
The ASU does not include a definition of restricted cash or 
restricted cash equivalents.
A change to a company’s accounting policies related to defining which of 
its accounts and balances are restricted cash would represent a change 
in accounting policy.
This change would be accounted for under U.S. GAAP for accounting 
changes, including preferability considerations, i.e., separate from the 
adoption of the guidance in ASU 2016-18.

ASU 2016-18
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Transition and effective dates

The ASU is effective for: 
Public business entities 
in interim and annual periods 
beginning after December 15, 
2017.
All other entities in annual 
periods beginning after 
December 15, 2018, and interim 
periods in the year following 
adoption.

Effective dates

The ASU requires retrospective 
application, with early adoption 
permitted.
Transition disclosures are 
required in the interim and 
annual period adopted.

Transition

ASU 2016-18
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PCAOB Update
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Topic For More Information

Supervision of Audits Involving Other 
Auditors / Dividing Responsibility

• PCAOB Release No. 2016-002

The Auditor’s Report on an Audit of 
Financial Statements When the Auditor 
Expresses an Unqualified Opinion and 
Related Amendments to PCAOB 
Standards

• PCAOB Release No. 2017-001 
(pending SEC approval)

Going Concern • PCAOB Staff Audit Practice Alert  
No. 13

• Defining Issues 14-40

PCAOB Current Standard Setting Agenda
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Topic For More Information

Auditing Accounting Estimates, 
Including Fair Value Measurements

• PCAOB Release No. 2017-002

The Auditor’s Use of the Work of 
Specialists

• PCAOB Release No. 2017-003

PCAOB Current Standard Setting Agenda



78© 2017 KPMG LLP, a Delaware limited liability partnership and the U.S. member firm of the KPMG network of independent member firms affiliated with KPMG International 
Cooperative (“KPMG International”), a Swiss entity. All rights reserved. NDPPS 639097

Auditor’s Reporting Model

Move the opinion to the 
first section of the report 
and require section titles

Add new elements to 
the auditor’s report 
related to auditor 
independence and 

auditor tenure

Enhance standardized 
language in the 
auditor’s report related 
to the auditor’s 
responsibilities for error 
or fraud

Require communication in 
the auditor’s report of 
critical audit matters

Critical 
Audit 

Matters
New 

Elements

Standard 
Form of the 

Report

Enhance 
Some 

Language

Auditor’s 
Report
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Topic For More Information

Quality Control Standards, Including Assignment 
and Documentation of Firm Supervisory 
Responsibilities

www.pcaobus.org

Changes in the Use of Data and Technology in the 
Conduct of Audits

www.pcaobus.org

The Auditor’s Role Regarding Other Information and 
Company Performance Measures, Including Non-
GAAP Measures

Rulemaking Docket 034

Auditor’s Consideration of Noncompliance with 
Laws and Regulations

www.pcaobus.org

PCAOB Research Agenda

http://www.pcaobus.org/
http://www.pcaobus.org/
http://www.pcaobus.org/


Questions?



Thank you!
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