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The US GAAP Accounting Standards 
Updates issued during the first quarter 
of 2013 are largely amendments or 
clarifications of existing standards 
made by the FASB and the Emerging 
Issues Task Force (EITF). The one ASU 
expected to affect most companies is 
ASU 2013-02 dealing with presentation 
and disclosure for amounts reclassified 
from accumulated other comprehensive 
income. The other changes are expected 
to have limited impact as they deal with 
narrow subjects. 

Offsetting disclosures 
limited to derivatives

ASU 2013-01: Clarifying the Scope of 
Disclosures about Offsetting Assets and 
Liabilities 

ASU 2013-01 was issued to address 
implementation issues about the 
scope of ASU 2011-11: Disclosures 
about Offsetting Assets and Liabilities. 
Concerns over the broad scope of 
ASU 2011-11 led to this amendment. 
The disclosures are now limited to 
derivatives accounted for in accordance 
with ASC Topic 815: Derivatives and 
Hedging. Derivatives include bifurcated 

embedded derivatives, repurchase 
agreements and reverse purchase 
agreements, and securities borrowing 
and securities lending transactions that 
are offset under US GAAP or subject to 
an enforceable master netting or similar 
arrangement. Other types of financial 
assets and liabilities subject to master 
netting or similar arrangements are no 
longer caught by the new disclosure 
requirements. These amendments 
should simplify the required disclosures 
for many companies. The amendments 
are effective for fiscal years beginning 
on or after January 1, 2013.

News on ASUs issued
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Presentation and disclosure for 
amounts reclassified from AOCI

ASU 2013-02: Reporting of Amounts 
Reclassified Out of Accumulated Other 
Comprehensive Income 

ASU 2013-02 amends the presentation 
and disclosure requirements for 
amounts reclassified out of accumulated 
other comprehensive income (AOCI). 
The ASU does not affect which amounts 
should be included in AOCI and when 
and how the amounts should be 
reclassified to net income.

The amendment requires:

• Disclosures about changes in 
AOCI separately by component. 
Components are groupings of other 
comprehensive income items into 
categories such as cash flow hedges, 
available for sale securities, defined 
benefit plans and foreign currency 
items. Amounts included in other 
comprehensive income are to be 
segregated into amounts reclassified 
from AOCI and other comprehensive 
income before reclassifications. The 
amounts may be reported either on 
the face of the financial statements 
or in the notes and may be presented 
before or net of tax.

• Disclosures about the effects on 
net income of significant amounts 
required to be reclassified to net 
income in their entirety under 
US GAAP. These disclosures are 
required by component, source and 
the affected line item in the income 
statement. The amounts are to be 
disclosed in a single location, either 
parenthetically on the face of the 
income statement or in the notes.  
The amount of income taxes 
reclassified from AOCI would be 
reported as income tax expense. 
Examples of items that would fall 
into this category are gains and 

losses on cash flow hedges and 
gains and losses on available for 
sale securities. When the affected 
line items on the income statement 
cannot be identified, the information 
must be presented in the notes.

• Cross reference to other notes for 
significant amounts not required 
to be reclassified in their entirety 
to net income. An example of this 
situation would be defined benefit 
pension plans where some portion of 
the net pension cost is capitalized to 
property, plant and equipment. 

For public entities, the disclosures will 
be required for both annual and interim 
periods starting with the first interim 
period beginning after December 15, 
2012. The standard is to be applied on a 
prospective basis.

The FASB believes that substantially 
all of the information required by the 
ASU is already required to be disclosed 
elsewhere in the financial statements 
and therefore these changes should not 
have a significant impact on companies. 
Examples of the presentation and 
disclosures are provided in the ASU.

Scaling fair value disclosures 
for private companies

ASU 2013-03: Clarifying the Scope and 
Applicability of a Particular Disclosure to 
Nonpublic Entities

This amendment is a housekeeping 
amendment to clarify that non-public 
entities do not have to provide the fair 
value hierarchy disclosures for items not 
measured at fair value contained in ASC 
Topic 820: Fair Value Measurement.

Accounting for joint and several 
liability arrangements

ASU 2013-04: Obligations Resulting 
from Joint and Several Liability 
Arrangements for Which the Total 
Amount of the Obligation is Fixed at the 
Reporting Date 

ASU 2013-04 is a consensus of the EITF 
dealing with joint and several liability 
arrangements. The consensus would 
apply to debt arrangements, other 
contractual arrangements and settled 
litigation and judicial rulings providing 
for joint and several liabilities. The 
ASU does not apply to asset retirement 
and environmental obligations, 
contingencies, guarantees, retirement 
benefits or income taxes. 

The consensus requires companies to 
measure the obligations resulting from 
joint and several liability arrangements 
for which the total amount is fixed at the 
balance sheet date as the sum of:

• The amount the reporting entity 
agreed to pay (as based on the 
arrangement with its co-obligors); 
and

• Any additional amount the reporting 
entity expects to pay on behalf of its 
co-obligors.

The corresponding debit will depend 
on the facts and circumstances of the 
situation. For example, the debit may 
reflect the receipt of proceeds from a 
debt offering, an expense, a receivable 
from a contractual right or an equity 
transaction with an entity under 
common control. 

Disclosures will be required about the 
nature and amount of the obligations, 
the corresponding entry on initial 
recognition and the carrying amount of 
any related receivables.
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These amendments are effective 
for annual periods (including 
interim periods within those years) 
beginning after December 15, 2013. 
The amendments are to be applied 
retrospectively and entities may apply 
hindsight (use current information 
available at adoption) provided that fact 
is disclosed. Early adoption is permitted.

This ASU is expected to apply to limited 
situations as joint and several liability 
arrangements are mainly entered into 
among entities under common control. 

Clarification on when 
to release cumulative 
translation adjustments 

ASU 2013-05: Parent’s Accounting for 
Cumulative Translation Adjustment on 
Derecognition of Certain Subsidiaries of 
Groups of Assets within a Foreign Entity 
or an Investment in a Foreign Entity 

ASU 2013-05 is a consensus of the EITF 
which addresses diversity in practice 
on releasing the cumulative translation 
adjustment amounts (CTA) into net 
income on disposal of a foreign entity or 
similar transactions. 

The amendment clarifies when and how 
much of the CTA should be reclassified 
from accumulated other comprehensive 
income to net income as follows:

Subsidiary that is a foreign entity:
• Loss of control due to sale or other 

reasons – release 100% of the 
CTA only if there is a complete or 
substantial liquidation of the foreign 
entity. 

 • Change in interests without loss 
of control – no release of CTA, but 
the CTA is reallocated between 
controlling and noncontrolling 
interests.

Business within a foreign entity: 
• Sale or disposal – release 100% of 

the CTA only if there is a complete 
or substantial liquidation of the 
foreign entity that held the business. 
This applies even when a foreign 
entity sells a lower tier subsidiary 
or when the proceeds of the sale are 
transferred to the parent.

Equity method investment that is a 
foreign entity:
• Step acquisition resulting in control 

of foreign investee – release 100% of 
CTA.

• Disposal of entire investment – 
release 100% of CTA.

• Change in interests without loss of 
significant influence – release pro 
rata portion of CTA.

• Change in interests with a loss of 
significant influence – release pro 
rata portion of CTA and adjust the 
carrying amount of the retained 
investment for the remainder. If the 
adjustment results in the carrying 
amount of the investment being less 
than zero, the excess is recognized in 
income.

This guidance does not apply to the 
sale of in substance real estate or the 
conveyance of oil and gas mineral rights. 
Pre-existing guidance applies in these 
circumstances.

These amendments are to be applied 
prospectively for years (and interim 
periods within those years) beginning 
after December 15, 2013. Early adoption 
is permitted from the beginning of the 
entity’s fiscal year of adoption.

This consensus is not expected to have 
a significant impact on most entities 
as the release requires a transaction 
that changes an entity’s interests in a 
foreign entity and the consensus may be 
consistent with the practices followed by 
many companies.
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The FASB and IASB have substantively 
completed their redeliberations on the 
revenue exposure draft and they are 
each expected to issue final standards 
in the second quarter of 2013. The FASB 
standard is expected to be effective 
January 1, 2017 and early adoption 
is not expected to be permitted. The 
IASB standard also has the same 
effective date, but early adoption will 
be permitted. Companies will be able to 
apply the new standard retrospectively 
(with some practical expedients) or 
using a simplified method to apply the 
standard to all contracts outstanding 
at and subsequent to the effective date 
with a cumulative effect adjustment to 
retained earnings on the effective date. 
The simplified method will require 
additional disclosures.

The new standard could significantly 
change revenue accounting for many 
entities, especially those that apply 
industry specific GAAP. The standard 
will significantly increase the volume 
of disclosures about revenue contracts. 
Management may need to perform a 
review of existing contracts, business 
models, company practices, accounting 
policies, information technology systems, 

processes and internal controls to assess 
the extent of changes needed as a result 
of the new standard. This may be the case 
even if an entity’s revenue recognition 
model has not significantly changed.

Revenue contracts covered 
by the standard

The new standard will apply to all 
revenue contracts except for lease 
contracts, insurance contracts, certain 
contractual rights and obligations within 
the scope of other standards, and non-
monetary exchanges between entities 
in the same line of business to facilitate 
sales with customers. When contracts 
include both components within the 
revenue standard and other standards 
(for example, maintenance services with 
a lease), the components are required 
to be separated by first looking at the 
guidance in the other standard and 
then the revenue standard if the other 
standard does not provide guidance.

Sales of assets
The standard will also apply to sales 
of non-financial assets that are not an 
output of an entity’s ordinary activities. 
The guidance in the revenue standard 
will be used to determine when the asset 
should be derecognized and the amount 
of consideration to be included in the net 
gain or loss on disposal.

Licenses
Licenses and rights to an entity’s 
intellectual property are covered by 
the standard. Intellectual property may 
include software and technology, media 

A final standard on revenue contracts with customers is  
expected to be issued in the second quarter of 2013.  
Chris Dulny and Robert Hawley look at the key aspects  
of the new revenue recognition model.

Revenue project 
nearing completion
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and entertainment rights, franchises, 
patents, trademarks and copyrights. 
Entities will need to assess whether 
these licenses represent a right or a 
promise to provide access to the entity’s 
intellectual property. A right would be 
delivered at a point in time whereas 
a promise to provide access would 
be delivered over a period of time. 
This assessment is to be made before 
applying the revenue recognition model. 

Indicators that a license might 
represent a right include the form 
of the license being an output of the 
entity’s intellectual property, similar 
to a tangible product; the ability to 
easily reproduce the license with little 
or no effect on the value of the entity’s 
intellectual property; and the customer’s 
right to determine how and when to use 
the license and no requirement for any 
further performance from the entity. 
The information used in this assessment 
would be relevant in considering other 
aspects of the revenue model when it is 
applied to licenses.

The five-step approach

The standard will require a five-step 
approach:

1. Identify the contract with the 
customer.

2. Identify the separate performance 
obligations in the contract.

3. Determine the transaction price.

4. Allocate the transaction price to 
separate performance obligations.

5. Recognize revenue when or as 
performance obligations are 
satisfied.

While the five steps may appear simple, 
significant judgment may be required to 
apply the underlying principles.

Many entities should expect some 
level of change from current 
practice. 

Also a change in mindset about revenue 
recognition might be required to 
migrate from the risks and rewards 
model used today to a transfer of control 
model under the new standard.

1. Identify the contract 
with the customer

The first step in the model is to identify 
the contract or contracts to provide 
products and services to its customers. 
Contracts exist under the standard if 
they have commercial substance; are 
approved by the respective parties 
either in writing, orally or in accordance 
with customary business practices; 
commit both parties to perform their 
respective obligations; identify each 
party’s rights regarding the products 
and services to be transferred; and 
identify the payment terms.

The definition of a contract puts 
significant emphasis on the legal 
enforceability of the contract.

Generally, the standard will apply to 
individual contracts. However, contracts 
would be combined into a single 
arrangement if they are entered into 
or near the same time, with the same 
customer (or its related parties) and one 
of more the following criteria are met:

• The contracts are negotiated as a 
package with a single commercial 
objective.

• The amount of consideration to be 
paid in one contract depends on the 
price or performance of the other 
contract.

• The products or services promised 
in the separate contracts are a single 
performance obligation.

Termination clauses must also be 
carefully considered. If a contract is 
wholly unperformed (i.e., the vendor 
has not provided any of the promised 
products or service and the customer 
has not paid or is not required to pay any 
consideration) and each party has the 
unilateral right to cancel the contract 
without compensation, the standard 
indicates that a contract does not exist.

Sometimes contracts are modified 
to change the scope or price of an 
arrangement. The standard requires 
the vendor to determine whether the 
modification is a new contract or part 
of the existing contract. An approved 
contract modification is treated as a 
separate contract if it results in the 
addition of a separate performance 
obligation and the price reflects 
the standalone selling price of the 
performance obligation. Otherwise, the 
modification is treated as an adjustment 
to the original contract. A contract 
modification is approved when it creates 
or changes the enforceable rights and 
obligations of the parties to the contract. 
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2. Identify the separate 
performance obligations 
in the contract

Identifying separate performance 
obligations in the contract is essential to 
applying the new revenue recognition 
model. The standard requires a vendor 
to identify all promised goods and 
services and determine whether they are 
separate performance obligations.

A performance obligation is a promise 
in a contract with a customer to transfer 
a product or a service to the customer. 
Explicit or implicit promises in a 
contract to provide goods and services 
are performance obligations. This 
includes promises to provide goods or 
services that the customer can resell or 
provide to its customers as well as goods 
and services satisfied by another party. 

Distinct goods and services

The key to identifying separate 
performance obligations is the 
assessment of whether the promised 
product or service is “distinct”. 

Separate performance obligations 
are the units of account used in 
determining the amount and 
timing of revenue recognized.

This assessment involves two steps:
• At the product or service level, is 

the standalone product or service 
distinct? It would be distinct if 
the customer can benefit from the 
product or service either on its own 
or together with other resources that 
are readily available to the customer.

• At the contract level, is the individual 
product or service bundled with 
other products or services distinct? 
It would be distinct if the product or 
service is not highly dependent on, 
or highly interrelated with, other 
promised products or services in 
the contract. Indicators that would 
support a good or service being 
distinct within a contract are: 

• The vendor does not use the 
good or service as an input to 
produce the specific output in the 
contract; 

• The customer is able to purchase 
or not purchase the product and 
service without affecting other 
promised goods and services in 
the contract; 

• The product or service does not 
significantly modify or customize 
other promised products and 
services in the contract; or

• The product or service is not 
part of a series of consecutively 
delivered promised products 
or services which are satisfied 
over time and the method of 
measuring progress depicts the 
transfer of those products or 
services to customers.

Additional products or services provided 
free to customers as sales incentives 
will have to be assessed to determine 
whether they are separate performance 
obligations. 

Options may be granted to customers 
to acquire additional goods or services 
for free or at a discount. Options 
in a contract with more than one 
performance obligation are separate 
performance obligations if the option 
provides a material right to the customer 
that it would not receive without 
entering into the contract. An option to 
permit a customer to purchase additional 
goods or services at a price that reflects 
the standalone selling price would not be 
a separate performance obligation.

Under certain contracts, activities may 
be undertaken at or near inception of 
a contract (e.g., customer set-up and 
activation) and may require a non-
refundable upfront fee. These activities 
would not be considered separate 
performance obligations if they do not  
result in the transfer of a product or 
service to the customer. Management 

will 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
need to assess whether these activities 
are performance obligations distinct from 
other performance obligations in the 
contract. If there is no distinct product 
or service, the upfront fees would be 
recognized when the other goods and 
services are provided to the customer.

Licenses may be bundled with other 
services to customize the intellectual 
property, to integrate the license 
into a customer’s environment or to 
support the license, or may be included 
with certain products to permit the 
operation of the product. Entities will 
need to assess whether the licenses 
bundled with other products or 
services are separate performance 
obligations or should be combined 
with other performance obligations. 
This assessment is made irrespective 
of whether the control of the license is 
transferred at a point in time or over a 
period of time.

Warranties would be classified as 
separate performance obligations if the 
customer has the option to purchase 
the warranty separately. Also, if an 
entity provides services in addition 
to the warranty (i.e., assurance that 
the product or service complies with 
agreed upon specifications), the 
additional service would be a separate 

Robert Hawley
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performance obligation. Also, the 
combined service warranty would be a 
separate performance obligation if the 
entity cannot reasonably separate the 
obligations. A standard warranty would 
be accounted for as a cost accrual. 

Products, services or licenses that are 
not separate performance obligations 
will have to be bundled with other 
products, services or licenses and the 
remaining steps of the revenue model 
will be applied to bundled performance 
obligation.

The application of the guidance for 
determining separate performance 
obligations will require management 
judgement. The current model 
allows an approach that best reflects 
the economic substance of the 
transaction.

3. Determine the 
transaction price

Determining the transaction price is 
important as this amount is allocated to 
the performance obligations identified 
and is recognized as revenue when 
those performance obligations are 
satisfied. Determining the transaction 
price may be very straightforward in 
many arrangements, but more complex 
if an arrangement involves variable 
consideration, a significant financing 
component, non-cash consideration or 
payments to the customer. 

The transaction price is the amount 
of consideration that an entity 
expects to be entitled to in exchange 
for transferring the promised goods 
or services to the customer. The 
transaction price excludes amounts 
collected on behalf of third parties such 
as sales taxes, levies or other amounts. 

An entity will still need to assess 
whether it is acting as the principal 
or the agent in a transaction when 
allocating the transaction consideration. 
The indicators for principal versus agent 
are similar to the current guidance in 
US GAAP, except the new guidance does 
not weigh any of the indicators more 
significantly than others.

In determining the transaction 
price, the entity assumes that both 
it and the customer will fulfil their 
obligations under the contract. Credit 
risk or collecibility is not a factor in 
determining the transaction price or 
a constraint in recognizing revenue. 
If management expects the amount of 
revenue recognized will not be collected 
at the time of revenue recognition or 
subsequent to revenue recognition, 
an expense would be recorded for 
the potential loss using the financial 
instruments guidance. Bad debt expense 
will have to be represented prominently 
in the income statement.

Variable consideration
Some contracts include consideration 
payable by a customer that is variable. 
The consideration may be dependent 
on the outcome of future events and 
may include discounts, rebates, refunds, 
credits, incentives, performance 
bonuses, royalties and similar items. 

An entity would estimate the 
amount of variable consideration 
to which it is most likely entitled 
considering historical, current 
and forecasted information that is 
reasonably available to the entity. 

The transaction price is to be estimated 
using either an expected value (i.e., 
probability weighted amounts) or most 
likely amount method. The transaction 
price would be updated during each 
reporting period.

The standard places a constraint on 
the amount of variable consideration 
included to the amount that is not 
subject to significant reversals in the 
future as a result of significant changes 
in estimates. The constraint also applies 
to contracts with a fixed price if it is 
uncertain whether the entity will be 
entitled to all of the consideration even 
after having satisfied the performance 
obligation. This may occur if the 
entitlement to the consideration is 
contingent on an outcome not under 
the influence of the vendor. Other items 
that will be subject to the constraint are 
royalty payments and performance-
based incentive fees.

This constraint requires a qualitative 
assessment based on management’s 
relevant experience with similar 
types of performance obligations or 
other evidence and its expectation 
about any significant reversals. The 
constraint would apply to all products, 
services and licenses. Factors that 
might influence this assessment are 
the extent to which the amount of 
consideration is outside the influence of 
the entity (e.g., subsequent sales by the 
customer), the length of time to resolve 
any uncertainties about the amount of 
consideration, the extent of the entity’s 
experience with similar arrangements, 
and the number and range of possible 
consideration amounts. 

The guidance on variable consideration 
will permit entities to recognize revenue 
before all contingencies are resolved if 
the entities have relevant experience 
about the amount of consideration to 
which they are entitled. This may apply 
to royalty payments and other amounts 
based on future outcomes. The current 
requirements to defer revenue until the 
price is fixed and determinable will no 
longer be relevant and companies will 
now be required to recognize the amount 
of revenue they expect to be entitled to 
when they satisfy their obligations. 
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It is expected that the level of confidence 
for the qualitative assessment would 
be relatively high. In some cases, 
management may only have sufficient 
relevant information to recognize part of 
the consideration and it is also possible 
that the amount recognized is zero at 
date of initial recognition of revenue. 

This new guidance will require 
management to put in place new 
processes to estimate amounts and 
monitor estimates on an ongoing basis. 

Time value of money
Some revenue contracts with customer 
may include a financing component. 
This may occur when a customer does 
not have to pay for a period of time after 
goods and services have been provided 
or when a customer makes advance 
payments under the contract.

The standard will require the 
transaction price to be adjusted 
for any significant financing 
component. 

A practical expedient allows entities to 
disregard the time value of money if the 
period between the transfer of the goods 
or services and the payment is less 
than one year. This applies even if the 
contract itself is longer than one year. 

The significance of a financing 
component would be based on 
management’s judgment considering 
the length of time the payment is 
outstanding, the differences between 
the price in the contract and the cash 
price and the interest rate in the 
contract compared to prevailing market 
interest rates. The guidance would also 
apply to customer advances when the 
customer does not have discretion over 
the timing of when the performance 
obligation is satisfied.

If there is a significant financing 
component, the entity would discount 
the amount of promised consideration 
using a discount rate that would be used 
if the entity had entered into a separate 
financing transaction with the customer. 
The discount rate would reflect the 
applicable credit risk.

There may be challenges in applying 
this guidance for long-term supply 
arrangements where goods and services 
are delivered and cash is received 
throughout the life of the contract or 
there are hold-backs.

Non-cash consideration
Some contracts may be settled with 
consideration in the form of goods, 
services or other non-cash consideration. 
Non-cash consideration to be received 
is to be measured at its fair value to 
determine the transaction price or, if 
that amount is not determinable, the 
selling price of the goods or service 
promised in the contract.

Consideration payable 
to the customer
An entity may make payments to its 
customer as an incentive to purchase 
or continue to purchase the entity’s 
goods or services. This consideration 
may include discounts, coupons, free 
products or services, equity instruments, 
cooperative advertising payments, price 
protection and other rebates and other 
forms of payment.

Consideration in the form of free goods 
or services would have to be assessed 
to determine whether these are distinct 
goods or services which should be 
treated as a performance obligation. 
Consideration paid or expected to be 
paid to a customer are recognized as a 
reduction of revenue at the later of when 
the revenue is recognized for the transfer 
of goods or services under the contract 
or when the entity pays or promises to 
pay the customer, even if the payment is 
conditional on a future event.

4. Allocate the transaction 
price to separate 
performance obligations

After identifying the separate 
performance obligations and determining 
the transaction price, the next step is 
to allocate the transaction price to the 
separate performance obligations. 

The transaction price is generally 
allocated to the separate 
performance obligations based on 
the relative standalone selling prices 
of the promised goods or services. 

The best evidence of the standalone 
selling price of a promised good or 
service is the observable price of a good 
or service that is sold separately by the 
entity. If a standalone selling price is not 
available, management would estimate 
it using all observable inputs available. 
The selling price can be estimated using 
various methods such as expected cost 
plus a margin, adjusted market prices for 
similar goods or services or the residual 
approach when the selling price is highly 
variable (i.e., broad range of prices) or 
uncertain (i.e., no established price or 
new product or service not previously 
sold). Use of the residual approach can 
be complex when there are two or more 
separate performance obligations and is 
expected to be limited.

Contingent consideration included in the 
initial transaction price is to be allocated 
entirely to one or more distinct goods or 
services if the contingent payment terms 
relate specifically to the entity’s efforts 
related to those distinct goods or services 
or a specific outcome from those distinct 
goods or services. The contingent 
consideration allocated entirely to the 
distinct goods and services must depict 
the amount of consideration the entity 
expects to be entitled to for satisfying 
the performance obligation. Any 
changes to the amount of the contingent 
consideration would be applied in the 
same manner.
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Discounts are allocated to all separate 
performance obligations based on relative 
standalone selling prices except when the 
entity determines the discount is specific 
to a separate performance obligation 
or the transaction price includes a 
contingent amount of consideration. 
The discount would be allocated 
entirely to one or some of the separate 
performance obligations if the entity 
regularly sells each product or service in 
the contract on a standalone basis and 
the observable selling prices from those 
standalone goods or services provide 
evidence of the performance obligations 
to which the discount should be applied. 
Also discounts are not allocated to all 
separate performance obligations if the 
transaction price includes a contingent 
amount as contingent amounts are 
subject to specific allocation requirements 
as noted above. 

The basis of allocation is determined 
at the inception of the contract and 
is not changed to reflect subsequent 
changes in selling prices of the separate 
performance obligations. Any subsequent 
changes in the transaction price would be 
allocated on the same basis.

Return and refund rights
If there are rights of return or refund, 
the consideration received or receivable 
would be allocated to revenue for the 
transferred products and services and a 
refund liability. The amount allocated to 
revenue is the amount the entity expects 
to retain after considering expected 
returns. The refund liability is based 
on the amount expected to be paid to 
customers. An asset and a corresponding 
adjustment to cost of sales are also 
recognized for the right to recover any 
products from the customer. The asset 
is measured at the original inventory 
cost of the products less any expected 
costs to recover the products and any 
impairment of the inventory value. The 
amounts of the refund liability and the 
corresponding asset would be updated 
each reporting period.

5. Recognize revenue 
when or as performance 
obligations are satisfied

An entity would only recognize 
revenue when or as a good or service 
is transferred to the customer and the 
customer obtains control of the good or 
service. Control refers to the customer’s 
ability to direct the use of and obtain 
substantially all of the remaining benefits 
from the good or service. Entities will 
have to consider whether agreements 
to repurchase the promised asset or a 
component of the promised asset results 
in a customer not obtaining control. 

Transfer of control
Indicators that a customer has obtained 
control of the good or service include the 
vendor’s right to payment, the transfer 
of title of an asset from the vendor to 
the customer, the transfer of physical 
possession from a vendor to a customer, 
the customer obtaining the significant 
risks and rewards of ownership and 
customer acceptance of the asset or 
service. 

If a vendor has a substantive obligation 
or right to repurchase an asset, the 
customer is not considered to have 
obtained control of the asset. Such an 
arrangement is accounted for as lease 
if the repurchase price is less than the 
original sales price or as a financing if 
the repurchase price is equal to or greater 
than the original sales price of the asset. 
If the customer has a right to put the 
asset back to the vendor at a repurchase 
price less than the original sale price, the 
arrangement is to be accounted for as a 
lease if there is a significant economic 
incentive for the customer to exercise the 
right. If there is no significant economic 
inventive to exercise the right, the 
arrangement is accounted for as a sale 
with a right of return. The arrangement 
is a financing if the repurchase price of 
the asset exceeds the original sales price 
and is more than the expected market 
value of the asset.

Consignment arrangements typically 
would not be considered to be sales in 
which control has transferred to the 
customer because the customer does not 
have an unconditional obligation to pay 
for the goods or the vendor can require 
the return of the goods. 

Bill and hold arrangements continue 
to be acceptable if the reason for the 
arrangement is substantive, the product 
has been separately identified as the 
customer’s product, the product is ready 
for delivery at the time and location 
specified by the customer and the entity 
does not have the ability to sell the 
product to another customer. These 
criteria for bill and hold arrangements 
are slightly less restrictive than current 
US GAAP guidance. 

Timing of recognition
Performance obligations may be 
satisfied at a point in time or over a 
period of time. 

The standard requires an entity 
to determine at the inception of 
the contract when the separate 
performance obligations will be 
satisfied. 

Revenue is recognized at a point in time 
if the criteria for recognizing revenue 
over time are not met.

Revenue will be recognized over time if 
any of the following criteria are met:

• The customer receives and consumes 
the benefits of the vendor’s 
performance as the vendor performs. 
Examples of when this criterion 
would apply are contracts for 
consulting, legal and other services.

• The vendor’s performance creates 
or enhances an asset (work-
in-progress) that the customer 
controls as the asset is created or 
enhanced. Examples of when this 
criterion would apply are contracts 
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to develop a software system 
using the customer’s IT system or 
a construction contract where the 
customer owns the work-in-progress.

• The vendor’s performance does not 
create an asset with an alternative 
use to the vendor and the customer 
does not have control over the 
asset created, but the vendor has a 
right to payment for performance 
to date. Examples of when this 
criterion would apply are contracts to 
develop a turn-key computer system 
specifically for the customer using 
the vendor’s own resources; contracts 
to manufacture highly customized 
products that can only be used by 
a single customer or contracts to 
exclusively provide certain products 
for specific customer. Assessing 
whether an asset has an alternative 
use would consider any restrictions 
in the contract and the ability and 
costs to rework the assets to be used 
in another revenue contract. The 
right to payment should be evaluated 
based on the contract terms and any 

legal restrictions or requirements 
that override the contract. The 
payment should compensate the 
vendor at the selling price of goods 
and services provided to date.

The standard requires entities to 
consider first whether revenue should 
be recognized over time. This may 
result in revenue on certain contracts 
being recognized as products are 
manufactured rather than when they 
are delivered. 

Standalone license rights would be 
subject to the guidance for the timing 
or recognition. However, the timing of 
revenue recognition for licenses bundled 
with other goods or services will depend 
on the determination for the overall 
bundle. 

Revenue to be recognized over time 
will be based on measures of progress 
including output methods (units 
produced or delivered, contract 
milestones or surveys of work 
performed) or input methods (costs 
incurred, labour hours, time lapse 

or machine hours). The use of units 
produced or delivered is restricted 
and requires the value of any work-
in-progress for both methods and 
undelivered products for the units 
delivered method to be immaterial at 
the reporting period end. If an input 
method such as the cost incurred 
method is used and a customer obtains 
control over uninstalled acquired 
materials with a significant cost before 
the services are performed, revenue may 
need to be adjusted to reflect the costs 
of the materials only. Also, adjustments 
may be required if inclusion of certain 
costs such as those for wasted material 
would distort the contract performance.

Disclosures

The new standard will include a 
number of quantitative and qualitative 
disclosures about revenue contracts with 
customers for both annual and interim 
financial statements. Revenue will have 
to be disaggregated into categories 
reflecting the nature, amount, timing 
and uncertainty of revenue and cash 
flows. The disaggregation of revenue 
is to be based on information disclosed 
outside the financial statements, 
information used by management to 
evaluate financial performance and 
other relevant analysis. Disclosures will 
be required about contract balances and 
remaining performance obligations, 
contract costs, and significant 
judgments and changes in judgment 
affecting revenue recognition.

Companies choosing the simplified 
transition method will have to provide 
additional disclosures in the year of 
adoption (including the first interim 
period) about the effect of the new 
standard on the current year and an 
explanation of the significant changes 
between the reported results under the 
new standard and previous accounting 
policies of the company.
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The disclosure requirements are 
significantly greater than existing 
disclosures for both annual and 
interim financial statements.

This may require changes to information 
systems, processes and internal controls 
to capture the necessary information.

Contract costs

Entities incur various costs to obtain 
revenue contracts from customers. The 
proposed standard requires an asset to be 
recognized for incremental costs to obtain 
a contract if management expects to 
recover those costs. Incremental costs are 
costs the entity would not have incurred if 
the contract was not obtained (e.g., sales 

commissions). An entity is permitted to 
expense such costs if the amortization 
period for the asset would be less than 
one year. Any costs incurred related to a 
contract would first have to be evaluated 
to determine whether they are subject to 
other standards (e.g., inventories, long-
lived assets). This guidance may result 
in the recognition of more assets than 
companies currently recognize.

Onerous contracts

The new standard will only include the 
existing US GAAP guidance for onerous 
contracts included in specific industry 
standards such as those applicable to 
construction contractors. The scope of 
this guidance will not be expanded to 
other contracts.

More information

If you would like to discuss these 
proposals, please contact your local 
engagement team or Chris Dulny at 
christopher.dulny@ca.pwc.com or 
Robert J. Hawley at robert.j.hawley@
ca.pwc.com.
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Narrowing discontinued 
operations

FASB 
Issued April 2, 2013 
Comments due August 30, 2013

This project by the FASB would 
change the criteria for reporting 
discontinuing operations and bring US 
GAAP requirements for discontinued 
operations closer to IFRS.

The proposal narrows the scope of a 
discontinued operation to:

• A component of an entity or a group 
of components of an entity that 
represents a separate major line of 
business or major geographical area 
of operations that has either been 
disposed of or classified as held for 
sale; or

• A business that on acquisition 
is classified as held for sale in 
accordance with applicable 
requirements.

A component may be a reportable or 
operating segment, a reporting unit, 
a subsidiary or an asset group. Equity 
method investments would also be 
eligible to be classified as discontinued 
operations.

In addition to narrowing the scope, 
the current conditions relating to the 
elimination of operations and cash flows 
and no continuing involvement will be 
removed. 

Disclosures about discontinued 
operations would be expanded to 
include major income and expense 
items included in the results from 
discontinued operations along with 
a reconciliation to the results from 
discontinued operations; major 

classes of cash flows for discontinued 
operations; the amount of pretax profit 
or loss attributable to noncontrolling 
interests; and a reconciliation of major 
classes of assets and liabilities of 
discontinued operations held for sale to 
total assets and liabilities held for sale 
presented on the balance sheet. 

Public entities would also be required 
to disclose for individually material 
components of an entity that have been 
sold or classified as held for sale but do 
not qualify as a discontinued operation, 
the pretax profit or loss, the pretax profit 
or loss attributable to noncontrolling 
interests and a reconciliation of major 
classes of assets and liabilities held for 
sale to total assets and liabilities held 
for sale. Nonpublic entities will also be 
required to disclose the pretax profit or 
loss including the amount attributable to 
noncontrolling interests.

News on other proposed ASUs
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If an entity has continuing involvement 
with a discontinued operation, 
disclosures will be required of cash 
flows from or to the discontinued 
operation and about any continuing 
equity method investment until the 
results of the discontinued operation are 
no longer separately presented in the 
income statement.

These changes will narrow the number 
of components of an entity that will 
qualify as discontinued operations to 
reflect only major strategic shifts in a 
company’s operations. 

Updating accounting for 
repurchase agreements and 
securities lending transactions

FASB 
Issued January 15, 2013 
Comments were due March 29, 2013

The objective of this proposed ASU is 
to update the accounting standards for 
repurchase agreement and securities 
lending arrangements. The proposal 
would require repurchase agreements, 
securities lending transactions and other 
transactions that involve a transfer of a 
financial asset with an agreement that 
both entitles and obligates the transferor 
to repurchase or redeem the transferred 
asset to be accounted for as a secured 
financing transaction. The proposed 
ASU identifies those arrangements 
under which the transferor maintains 
effective control over the financial 
assets transferred. Arrangements that 
would be caught are those meeting all of 
the following criteria:

• The financial asset to be repurchased 
at settlement of the agreement is 
identical to or substantially the same 
as the financial asset transferred at 
inception or, when settlement of the 
forward agreement to repurchase 
or redeem the transferred assets is 
at the maturity of the transferred 
assets, the agreement is settled 
through an exchange of cash (or a 
net amount of cash). 

• The repurchase price is fixed or 
readily determinable. 

• The agreement to repurchase the 
transferred financial asset is entered 
into contemporaneously with, or in 
contemplation of, the initial transfer. 

If the arrangement does not meet the 
above criteria, the transferor would not 
maintain control and the guidance in 
ASC Topic 860: Transfers and Servicing 
for the transfer of financial assets would 
be applied to determine the appropriate 
accounting.

In addition, the proposed ASU would 
require a repurchase financing to 
be accounted for separately from 
the repurchase agreement. These 
transactions are currently accounted for 
on a linked basis.

New disclosures would be required 
under the proposal including disclosure 
of the gross amount of secured 
borrowings disaggregated on the basis 
of the class of the financial assets 
pledged. In addition, for arrangements 
where the financial assets are 
derecognized because the assets to 
be repurchased are not substantially 
identical, the carrying amount of those 
assets and reasons for any change in the 
carrying amount are required.

Hedging and Fed Funds 
effective swap rates

EITF 
Issued February 21, 2013 
Comments were due April 22, 2013

This proposed ASU would amend ASC 
Topic 815: Derivatives and Hedging 
to permit the use of the Fed Funds 
Effective Swap Rates (OIS) as a US 
benchmark interest rate for hedge 
accounting purposes. 

Presentation of unrecognized 
tax benefits

EITF 
Issued February 21, 2013 
Comments were due April 22, 2013

Unrecognized tax benefits (UTBs) 
may be recognized when an entity also 
has net operating losses (NOLs) or tax 
credits carryforward. This EITF proposal 
addresses diversity in practice for the 
presentation of UTBs in these situations.

The proposal would require all or a 
portion of UTBs to be presented as a 
reduction of a deferred tax asset for 
NOLs or tax credits carryforward that 
are available at the reporting date under 
tax law of the applicable jurisdiction 
to settle any additional income taxes 
on resolution of the UTBs. If the 
carryforwards are not available at the 
reporting date, the UTBs would be 
presented as a liability.

Proposed accounting standards updates
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In February 2013, the FASB issued its 
exposure draft on the classification and 
measurement of financial instruments. 
The IASB has already issued a standard, 
IFRS 9: Financial Instruments, which 
includes guidance on classification and 
measurement of financial instruments. 
The IASB is in the process of making 
limited amendments to IFRS 9 to 
broadly converge the accounting for 
financial assets, other than equity 
investments, and financial liabilities. 
Comments on the FASB ED are due May 
15, 2013 and a final standard is not 
expected before 2014.

The two Boards have also issued their 
own respective exposure drafts on 
impairment of financial assets. In the 
Winter 2013 issue of US GAAP Today, we 
provided views and analysis of the FASB 
exposure draft.

The proposed ASU calls for a mixed 
measurement approach for financial 
assets and financial liabilities – either 
fair value or amortized cost. Financial 
assets and financial liabilities will be 
classified in one of three categories: 
amortized cost, fair value through other 
comprehensive income (FVOCI) or fair 
value through net income (FVNI). 

The FASB has proposed a mixed measurement approach to 
accounting for financial assets and financial liabilities – either 
fair value or amortized cost. Derek Hatoum and Marc-Stephane 
Pennee explain the direction of the new proposals.

Broad scope with 
many exceptions

The proposed ASU would apply to all 
financial instruments; however, there 
is a long list of exceptions. Some of the 
more common instruments that are 
scoped out include derivatives subject 
to the standards on derivatives and 
hedging, financial guarantees, financial 
assets and liabilities related to leases, 
loan commitments and commercial 
letters of credit held by a potential 
borrower, equity instruments and 
components classified within equity, 
contingent consideration arrangements 
in a business combination, obligations 
under employee benefit arrangements 
and equity-method investments.

Further entities in the following 
industries will continue to apply their 
specialized industry guidance: brokers 
and dealers in securities, investment 
companies, agricultural entities and 
depository and lending entities.

Financial assets

The guidance on classification and 
measurement of financial assets 
focuses to two separate groups: debt 
instruments and equity instruments.

Classification of financial assets

Debt instruments
When debt instruments are originated 
or acquired, the instruments will be 
required to be classified based on 
the cash flow characteristics of the 
individual instruments and on how the 
asset will be managed with other assets 
within a distinct business model. This 
classification is not revisited unless 
there is a change in the business model.

Financial assets with cash flow 
characteristics that give rise to cash 
flows on specific dates that are solely 
principal and interest are accounted 
for at either amortized cost of 
FVOCI.

Moving ahead 
on financial 
instruments
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The assessment of the business model 
under which the assets are managed 
will determine whether amortized cost 
or FVOCI is used. If a debt instrument 
contains a component or feature 
other than principal and interest, the 
instrument is classified within FVNI. 

Cash flow characteristics
The proposed ASU indicates that the 
initial step is the assessment of the 
cash flow characteristics criterion. 
This criterion determines whether the 
contractual cash flows represent solely 
principal and interest.

Principal is the amount transferred 
at initial recognition. The FASB has 
asked whether this is the appropriate 
definition. Interest is the consideration 
for the time value of money and 
the credit risk associated with the 
outstanding principal. Terms that 
change the contractual cash flows 
would be acceptable in the following 
circumstances:

• Variable interest rates that represent 
consideration for the time value 
of money and the credit risk. A 
company may be required to assess 
whether the reset rates are consistent 
with benchmark cash flows for a 
comparable instrument.

• Prepayment options when the 
provision is not contingent on future 
events (other than to protect against 
credit deterioration, a change in 
control of the issuer or changes in 
relevant taxation or other laws) 
and the prepayment amounts 
substantially represent unpaid 
amounts of principal and interest on 
the principal outstanding (including 
reasonable additional compensation 
for early termination of the contract).

• Extension options when the 
provision is not contingent on future 
events (other than to protect against 
credit deterioration, a change in 
control of the issuer or changes in 
relevant taxation or other laws) and 
the contractual terms result in cash 
flows during the extension period 
that are solely principal and interest.

• Contingent features which result in 
cash flows that represent principal 
and interest. Contingent future 
events are ignored if their occurrence 
is extremely rare, highly abnormal 
and very unlikely to occur. 

• Beneficial interests in securitized 
financial assets if the beneficial 
interest (without looking through 
to the underlying pool of assets) 
gives rise to cash flows that are 
solely principal and interest or the 
underlying pool of assets contains 
instruments with contractual cash 
flows representing solely principal 
and interest, and the exposure to 
credit risk is equal to or lower than 
the exposure to credit risk of the 
underlying pool of financial assets.

The cash flow characteristics criterion 
is assessed at inception. Companies will 
have to carefully consider features that 
modify cash flows to assess whether 
the payments are solely principal and 
interest. Classification questions may 
arise on instruments with make-whole 
provisions or prepayment penalties and 
instruments issued at a premium or 
discount.

Examples of instruments that 
likely would not meet the cash flow 
characteristics criterion are inverse 
floaters (i.e., interest rates vary 
inversely to a market rate of interest), 
indexed debt where the index is based 
on an equity index or the borrower’s 
net income, commodity indexed 
instruments, convertible bonds and 
instruments with embedded derivatives.

Business model
The second step in classifying and 
measuring financial assets is the 
determination of the business model 
applicable to the specific assets. The 
proposed ASU defines three business 
models for the classification and 
measurement of debt instruments, as 
outlined on the following table.

Derek Hatoum 

Partner, Audit and Assurance Group 
Toronto

Marc-Stephane Pennee

Partner, Audit and Assurance Group 
Montreal
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An entity may use more than one 
business model for managing its 
financial assets.

The determination of the applicable 
business models would consider how 
performance is reported to senior 
management, how management is 
compensated, the frequency and volume 
of sales in the past, the reasons for sales 
and the expectation of sales in the future.

Loan commitments, revolving lines of 
credit and commercial letters of credit 
for which the probability of exercise 
is not remote are to be classified in 
accordance with the classification of the 
underlying loan to be made. If the loans 
would be measured at amortized cost, 
any commitment fees would be deferred 
and recognized over the life of the loans. 
For loans to be measured at fair value, 
the loan commitments would also be 
measured at fair value. If the exercise is 

deemed remote, the commitment fee is 
recognized over the commitment period. 

Debt investments would only be 
reclassified if the business model in 
which the assets are managed changes. 
This is expected to occur infrequently. 
Reclassification would be made only 
when the change in business model is 
determined by the company’s senior 
management in response to external 
and internal changes; the change is 
significant to company operations; and 
the change is demonstrable to external 
parties. Events that might result in 
a reclassification are changes in the 
business due to a business combination, 
a disposition of an operation, or exiting 
a market. The proposed ASU lists the 
following examples of changes that 
would not represent a change in the 
business model: changes in intention 
with respect to the financial assets, 
temporary disappearance of a particular 

market for the financial assets or a 
transfer of financial assets between 
related parties. Reclassifications are 
recorded on the last day of the reporting 
period in which the change in business 
model occurred.

Hybrid instruments
The proposed model changes the 
accounting for hybrid financial assets 
such as convertible debt investments. 
These assets will no longer be bifurcated 
into the host contract and embedded 
derivative(s). Instead the entire 
instrument is required to be classified 
and accounted for as a single instrument 
using the cash flow characteristics 
criterion and business model approach. 
This change will likely mean many such 
instruments will be classified as FVNI. 
This change will also apply to a hybrid 
nonfinancial asset with a financial host. 

Business 
model

Primary objective Examples of likely instruments

Amortized 
cost

Assets are held to collect contractual cash flows. Contemplated sales 
of debt instruments are consistent with the model if sales are expected 
to be due to significant deterioration in the issuer’s creditworthiness; 
certain changes in tax law; a major business combination or disposition 
resulting in a realignment of assets; regulatory requirements for 
an entire industry; sales that occur close to the maturity date of 
the instruments; or sales resulting from events that are isolated, 
nonrecurring, unusual and could not have been reasonably anticipated. 
However, contemplated sales of debt instruments are inconsistent 
with the model when the sales are to manage credit exposure due 
to concentration of credit risk or the specific entity is required by a 
regulator to sell debt instruments. Significant judgment may be required 
to determine whether the assets meet the criteria outlined.

Loans held for investment, some debt 
securities, most trade receivables, 
beneficial interests in flow-through 
single tranche securitizations and senior 
tranches in securitizations.

FVOCI Assets are held to collect contractual cash flows and realize changes in 
fair value through sale. Portfolios of financial assets that are managed to 
achieve targeted yields or liquidity needs would be eligible.

Method may be elected if the financial assets are managed together with 
other financial assets within this model. This election is irrevocable.

Debt securities and loans.

FVNI All other debt instruments including those that do not meet the cash 
flow characteristics criterion and those that are held for sale.

Trading securities, loans held for sale, 
convertible debt securities and residual 
interests in securitizations.
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Equity instruments

All equity investments would be 
measured at FVNI. 

Equity securities are accounted as FNVI 
as these investments would not meet 
the cash flow characteristics. Equity 
investments in subsidiaries continue to 
be consolidated and in entities under 
significant influenced (associates) 
continue to be accounted for under 
the equity method. The proposed ASU 
does not change the classification of 
investments in associates. Companies 
will continue to assess whether they 
have significant influence to determine 
whether an investment qualifies for 
equity accounting. However, the 
proposed ASU does require a further 
step – an investment in an associate 
must now be evaluated as to whether it 
is being held for sale.

An investment in an associate is held for 
sale if the entity has either a specifically 
identified exit strategy or a defined 
timing for its expected exit (e.g., specific 

fact and circumstances, investment 
objectives or specific date or range 
of dates). Investments in associates 
classified as held for sale are classified 
as FVNI and this classification cannot 
be subsequently changed. These criteria 
are quite broad. The proposed ASU will 
also eliminate the fair value option for 
investment in associates. These changes 
will require companies to carefully 
assess the reasons for their investment in 
associates.

Measurement of financial assets

Initial measurement
Financial instruments classified as 
amortized cost or FVOCI will be initially 
measured at the transaction price while 
financial instruments under the FVNI 
method will be initially measured at fair 
value. Companies will need to assess 
whether any of the consideration given 
or received is for something other than 
the financial instrument. This will be a 
qualitative assessment considering the 
terms and structure of the transaction. 
If there are multiple elements, the 

financial instrument is measured at fair 
value and the other element is allocated 
the residual amount of the consideration 
given or received.

Transaction fees and costs will continue 
to be accounted for as under pre-existing 
GAAP standards. For financial assets 
classified as FVNI, transaction fees and 
costs are recognized in net income.

Subsequent measurement
Subsequent to initial recognition, 
financial assets are measured in 
accordance with the applicable approach 
– amortized cost, FVOCI, FVNI or the 
equity method of accounting.

Financial assets that are held for sale 
and classified under the amortized cost 
model will continue to be accounted for 
using amortized cost unless the fair value 
of the asset is below its carrying amount 
in which case the asset will be written 
down to its fair value with a charge to 
net income. Gains will not be recognized 
until the financial asset is sold. 

Fair values are to be determined 
in accordance with the fair value 
measurement guidance included in ASC 
Topic 820: Fair Value Measurement. ASC 
Topic 820 permits the use of net asset 
values for certain investments when the 
net asset value is calculated in a manner 
consistent with the principles for fair 
value measurement. The proposed ASU 
also provides for an additional exception 
for equity investments without 
readily determinable fair values. Such 
investments may be measured at cost 
less impairment losses, plus or minus 
changes in observable prices for the 
identical or similar securities of the 
same issuer. The investment would be 
impaired if it is more likely than not 
that the fair value of the investment 
is less than its carrying amount. If the 
investment is impaired, its fair value 
would have to be determined and an 
impairment loss recognized. 
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Changes in fair value under the 
FVOCI approach are recognized in 
other comprehensive income except 
for current period interest (including 
amortization of any premiums and 
discounts and deferred fees), current 
period credit losses; gains and losses 
on related fair value hedges, realized 
gains and losses from settlement and 
foreign currency gains and losses from 
remeasuring foreign denominated 
instruments. An entity would be 
required to recognize in OCI the portion 
of the change in fair value that results 
from changes in the instrument specific 
credit risk.

If financial assets are reclassified, the 
financial assets will be measured at 
fair value at the reclassification date. 
The difference between the fair value 
and carrying amount, if any, will be 
recognized as an adjustment of the 
asset when changing to amortized cost 
method, other comprehensive when 
changing to FVOCI method or net 
income when changing to FVNI method. 

Impairment testing for investments 
in associates will also be changed.

Impairment testing for investments 
in associates will be aligned with 
impairment testing for other equity 
investments. If it is more likely than not 
that the fair value of the investment in 
the associate is less than its carrying 
amount, the fair value would be 
required to be determined and an 
impairment loss, if any, recognized. 
The proposed ASU includes several 
indicators that would be considered 
in assessing the impairment of an 
investment in an associate.

Financial liabilities

Classification of financial liabilities

Financial liabilities would be measured 
at amortized cost except the following 
instruments which would be measured 
at FVNI:

• Financial liabilities for which the 
company’s business strategy upon 
initial recognition is to subsequently 
transact at fair value; and 

• Short sales.

Hybrid financial liabilities, 
including convertible debt, will 
continue to be subject to existing 
guidance. 

Any separation of derivative and non-
derivative components will continue 
to be based on current standards. The 
bifurcation guidance is applied first and 
any resulting financial liability (host or 
entire instrument) would be accounted 
for in accordance with the proposed ASU. 
Any derivatives would be accounted for 
using the existing GAAP guidance.

The fair value option is more limited 
than currently permitted under US 
GAAP. The FVNI option can be elected 
irrevocably at initial recognition for: 

• Hybrid financial instruments to 
avoid separate accounting for 
embedded derivatives (except when 
the embedded derivatives do not 
significantly modify cash flows 
or it is clear the separation of the 
embedded derivatives is prohibited); 
and

• A group of financial assets and 
financial liabilities where the 
company manages the net exposure 
on a fair value basis and provides 

information on this basis to 
management.

Measurement of financial liabilities

Initial measurement
Financial liabilities accounted for 
under the amortized cost model are 
recognized at their transaction price 
and financial liabilities accounted for 
under the FVNI model are recognized 
at fair value. Similar to financial assets, 
if there are multiple elements involved 
in the transaction, the other element 
would be accounted for separately. 
Transaction fees and costs for liabilities 
recognized at the transaction price will 
be accounted for using existing guidance 
whereas transaction fees and costs for 
liabilities recognized at fair value will be 
recognized in net income.

Subsequent measurement
Subsequent to initial recognition, 
financial liabilities will be measured 
at amortized cost unless the FVNI 
provisions apply or the fair value option 
is elected.

If the fair value option is elected, any 
changes in the fair value resulting from 
changes in the company own credit 
risk would be recognized in other 
comprehensive income. The amounts 
in accumulated other comprehensive 
income would be recycled to net income 
when the financial liability is settled 
before maturity.

Financial liabilities that can only be 
settled with specified financial assets 
and do not have recourse to other assets 
would be required to be measured using 
the same method and amount as for the 
specified assets. This provision does not 
apply if the financial liabilities are to 
be settled with cash flows from specific 
non-financial assets.

Proposed accounting standards updates
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Presentation

The proposed ASU provides 
extensive presentation guidance 
for the balance sheet and income 
statement.

Balance sheet

Financial assets and financial liabilities 
would be presented separately in the 
balance sheet by measurement category. 
For amortized cost assets and liabilities, 
public entities will be required to 
present:

• The fair value of the assets and 
liabilities parenthetically on the 
balance sheet, except for demand 
deposit liabilities and current 
receivables and payables;

• Separately, the cumulative credit 
losses for amortized cost assets; and

• Separately and parenthetically, 
information about amortized cost 
assets held for sale (either the 
amortized cost and cumulative 
credit losses for assets measured 
as fair value because the assets are 
impaired or the fair value when 
assets are not impaired).

For debt liabilities measured at FNVI, 
the amortized cost of the liabilities will 
have to be presented parenthetically on 
the balance sheet.

Non-public entities will not be required 
to present this information on the 
balance sheet or in the notes to the 
financial statements.

Income statement

The following information will be 
required to be presented in the income 
statement:

• For financial assets at FVNI, the 
aggregate realized and unrealized 
gains and losses.

• For financial assets at amortized cost 
and FVOCI, interest income, credit 
losses, realized gains and losses and 
foreign currency gains and losses 
(for FVOCI only).

• For financial liabilities at amortized 
cost, interest expense and realized 
gains and losses.

• For financial liabilities at FVNI, 
aggregate realized and unrealized 
gains and losses and changes in fair 
value due to own credit risk included 
in other comprehensive income.

Disclosures

Numerous disclosures will be required 
by the proposed ASU. The disclosures 
include ongoing disclosures as well as 
transition disclosures.

Transition

The new accounting model is to be 
adopted with a cumulative-effect 
adjustment to retained earnings as of 
the beginning of the first reporting 
period in which the guidance becomes 
effective. Early adoption will be 
prohibited except for the provision 
requiring changes in fair value due to 
changes in an entity’s own credit risk for 
financial liabilities that are designated 
under the fair value option.

An effective date for the new standard 
has not yet been determined.

Comparison to IFRS

While the FASB’s and IASB’s respective 
proposals include a substantially 
converged approach for debt investments, 
other differences will remain. The more 
significant differences are:

• IFRS permits an irrevocable election 
to use FVOCI for non-trading equity 
investments with no recycling of 
gains or losses. 

• For investments in associates and 
joint ventures, IFRS permits venture 
capital companies and certain 
investment funds to use FVNI.

• For investments in associates 
and joint ventures, IFRS requires 
classification as held for sale when 
a company plans to dispose of 
the investment and requires the 
investment to be measured at the 
lower of cost and fair value less costs 
to sell.

• Under IFRS, the fair value option 
may also be irrevocably elected if 
doing so eliminates or reduces a 
measurement mismatch.

• When the fair value option is elected 
for financial liabilities, IFRS requires 
fair value changes due to own 
credit risk to be recognized in other 
comprehensive income, but these 
amounts are not recycled to profit 
and loss even when the liability is 
settled.

• IFRS continues to require embedded 
equity or other derivatives to be 
separated from the financial liability 
host and accounted for separately.

In addition, there are wording 
differences in the guidance for 
debt investments that may give rise 
to differences in application and 
interpretation if they remain in the final 
standards.

More information

For more information on these 
proposals, you can discuss the proposals 
with your local engagement team or 
contact Derek Hatoum at  
derek.hatoum@ca.pwc.com and  
Marc-Stephane Pennee at  
marc-stephane.pennee@ca.pwc.com.
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FASB
Credit impairment

On December 20, 2012, the FASB issued 
an exposure on Financial Instruments 
– Credit Losses. In the Winter 2013 
issue of US GAAP Today, we provided 
an overview of those proposals. At a 
recent meeting, the FASB extended the 
comment period for the exposure draft 
to May 31, 2013.

In March 2013, the FASB staff also 
issued a document with Frequently 
Asked Questions answering certain 
common questions on the proposed 
ASU. The questions and responses 
cover the project objectives, measuring 
expected credit losses and other 
alternatives considered. 

Investment companies

The FASB continues to work towards a 
final ASU on investment companies. The 
staff is currently drafting the final ASU 
for a ballot vote.

During the quarter, the FASB considered 
the definition of investment company 
in IFRS 10: Consolidated Financial 
Statements and decided not to amend 
the FASB definition. The Board also 
tentatively decided the following:

• Additional disclosures will be 
required about financial support 
provided to any investments 
disaggregated by support 
contractually required and support 
not contractually required; financial 

support required to be provided that 
has not yet been provided; and the 
fact that the entity is an investment 
company and is applying the 
industry guidance.

• Guidance on transitioning from 
an investment company to non-
investment company and vice versa.

• The standard would be effective 
for fiscal years and interim periods 
within those years beginning after 
December 15, 2013. Early adoption 
will be prohibited.

Leases

Both the IASB and FASB continue to 
redeliberate the Leases exposure draft. 
A re-exposure draft is expected to be 
issued in the second quarter of 2013.

The Boards tentatively decided the 
following during the first quarter of 
2013:

• Each component of a lease should 
be accounted for as a separate lease. 
The components in a lease would 
be separated by applying guidance 
similar to the proposed guidance for 
identifying separate performance 
obligations in the standard for 
revenue contracts with customers.

• When one component contains rights 
to use more than one asset, the lease 
should be classified based on the 
underlying asset (for example, lease 
of property or lease of assets other 
than property). The nature of the 

News on projects 
in progress

Projects in progress
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underlying asset will be based on 
the primary asset within the lease 
component.

• For a property lease component that 
contains both land and a building, 
rental payments would not have to be 
allocated between land and building. 
Companies would also have to assess 
whether the lease term is for a major 
part of the remaining economic life 
of the building.

• Specific transition relief will be 
provided for existing capital/finance 
leases. Lessors and lessees would not 
be required to adjust the carrying 
amounts of any assets and liabilities 
related to such leases. This will 
generally permit existing leases to be 
accounted for on the same basis as 
existing GAAP.

FASB also decided that lessors should 
apply the proposed leases guidance to 
leverage leases prospectively.

FASB decided to remove guidance from 
ASC Topic 350: Intangibles – Goodwill 
and Other, which indicated that the 
accounting for licensing agreements of 
internal use software companies should 
be analogized to the lease guidance.

Going concern

In the going concern project, the FASB 
considered disclosures that would be 
required if an entity has going concern 
issues. Disclosures would be required 
when existing events or conditions 
indicate that it is more likely than not 
that the entity may be unable to meet its 
obligations within a reasonable period of 
time from the financial statement date. 
This assessment would not consider 
the mitigating effect of management 
plans that are outside the ordinary 
course of business. The standard 
would include example indicators for 

these assessments. When disclosure is 
required, sufficient information would 
have to be provided to enable users to 
understand the principal events giving 
rise to an entity’s potential inability 
to meet its obligations, their possible 
effects and management’s plans.

The FASB has directed the staff to draft 
a proposed ASU.

Liquidation basis of accounting

The FASB has substantially completed 
its project on the liquidation basis of 
accounting and issued a final ASU in 
April.

The liquidation basis of accounting 
would be applied when liquidation 
is imminent. The proposed standard 
will only provide specific guidance for 
assets and accruals to be recognized 
related to expected future income 
and expenses. Other liabilities will 
continue to be recognized under other 
standards adjusted for the timing and 
amount of repayments; however, such 
liabilities should not anticipate any 
legal release. Assets not previously 
recognized, but which the entity plans 
to sell in liquidation, will be recognized 
separately in the financial statements. 
Estimated disposal costs should not be 
deducted from the estimated proceeds.

The FASB decided comparative financial 
statements will not be required for 
periods prior to the date that liquidation 
accounting is adopted.

The proposals would be applicable to 
entities entering liquidation during 
periods beginning after December 15, 
2013. Early adoption will be permitted.

FAF
Post-implementation reviews

In 2011, the FAF began a post-
implementation review process (PIR) 
to independently review accounting 
standards issued. The purpose of these 
reviews are to determine whether 
the standard is accomplishing its 
stated purpose and whether users 
are actually using the information; to 
evaluate the standard’s implementation 
and continuing costs; and to provide 
feedback on the standard setting process. 
In 2012, the FAF released a PIR report on 
FASB Interpretation No. 48: Accounting 
for Uncertainty in Income Taxes.

Segment reporting

In January 2013, the FAF released its 
report on the PIR of FASB Statement 
131: Segment Reporting. The FAF PIR 
team concluded that the standard 
generally achieves its purpose, but some 
stakeholders suggested improvements.

The key suggestions for improvement 
made were:

• More information is needed about 
each segment, particularly cash flow, 
gross margin and working capital 
information.

• Increased comparability would 
be beneficial by disclosing similar 
segment line items by companies in 
the same industry and measuring 
segment information consistently by 
using US GAAP rather than internal 
measures.

• Guidance on the determination of 
segments and the aggregation of 
operating segments into reportable 
segments is difficult to apply and 
more guidance may be required. 

Projects in progress
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The FASB will discuss the findings of 
the report with certain FASB advisory 
groups to assess the relative priority of 
the issues identified in the PIR and with 
the SEC and the IASB. The IASB staff 
recently completed a similar PIR of IFRS 
8: Operating Segments which indicated 
similar issues.

Income taxes

The FAF has announced that a PIR will 
be completed on the FASB standard for 
accounting for income taxes.

PCC
Private company GAAP

The PCC works with the FASB to 
determine whether and when to modify 
US GAAP for private companies. In 
February 2013, the PCC added three 
projects to its formal agenda and 
considered further agenda items.

The projects added to the agenda 
include:

• Consolidating VIEs specifically 
when applied to related party 
arrangements;

• Accounting for plain vanilla 
interest rate swaps with single 
counterparties; and

• Recognizing and measuring various 
identifiable intangible assets 
acquired in business combinations.

The FASB staff is also preparing an 
agenda research memoranda on stock-
based compensation and development 
stage enterprises. The PCC also decided 
not to add to its agenda the accounting 
for uncertain tax positions.

EITF
Push-down accounting

The EITF is currently considering 
whether additional guidance is 
required for the application of push-
down accounting. Other than the SEC 
guidance which is applicable to SEC 
registrants only, there is no guidance 
on when push-down accounting should 
be applied. Also, in some cases, the 
SEC guidance is optional. The EITF 
has tentatively concluded that push-
down accounting should be applied to 
situations in which an acquirer obtains 
control of an entity. There will be future 
discussion as to whether push-down will 
be required when there is a change of 
control or some higher threshold with an 
option to apply push-down accounting 
on a change of control.

Projects in progress



  
 
 
 
 
 
 
Canadian companies have raised 
capital and listed their securities in 
the US markets for decades. Canadian 
incorporated companies represent 
approximately 35% of foreign issuers 
registered with the SEC1 . The proximity, 
size and depth of US markets are 
appealing to many Canadian companies. 

Canadian companies accessing the US 
markets must comply with the Securities 
Act of 1933 (the Securities Act) and the 
Securities Exchange Act of 1934 (the 
Exchange Act). The SEC has adopted 
specific rules for companies qualifying 
as foreign private issuers (FPIs) as well 
as certain senior Canadian reporting 
issuers that recognize international and 
Canadian standards and requirements. 
In some aspects, these rules are less 
onerous than those applicable to US 
domestic companies. 

Recently the SEC’s Office of 
International Corporate Finance issued 
a publication, Accessing the U.S. Capital 
Markets – A Brief Overview for Foreign 
Private Issuers, which provides a general 
outline of various US Federal securities 
laws applicable to foreign private issuers 
and addresses other matters to consider 
when accessing the US markets. A copy 
of the publication can be found at www.
sec.gov/divisions/corpfin/internatl/
foreign-private-issuers-overview.shtml.

In this article, we have provided a 
Canadian context to this SEC publication 
by providing some additional comments 
that are applicable to Canadian 
companies. This article should be read 
in conjunction with the SEC publication.

Issuer status

Canadian companies must qualify as 
a FPI in order to use certain rules and 
requirements for foreign companies. 
The tests to qualify as a FPI are designed 
to ensure that companies that have 
characteristics similar to a company 
organized in the US are treated as US 
domestic companies for purposes of the 
Securities Act and the Exchange Act. 

Canadian FPIs may be eligible to use 
some of their Canadian securities 
regulatory documents for part of 
their SEC filings. 

The SEC provides Canadian senior issuers  
with some special accommodations 
through the multijurisdictional 
disclosure system (MJDS). To be eligible 
to use this system, the Canadian FPI 
must be a reporting issuer in Canada 
for at least 12 months before registering 
with the SEC and must have an aggregate 
market value of its public float of 
outstanding securities of US$75 million 
or more (MJDS Issuers).
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Accessing US 
capital markets

SEC developments

Companies from Canada represent about 35% of foreign companies 
registered with the SEC. Recently, the SEC issued an overview of 
the rules for foreign companies accessing the US capital markets. 
Dean Braunsteiner and Sean Cable provide a Canadian context to 
this SEC publication.

1.  As at December 31, 2011, there were 340 
Canadian companies registered with the SEC 
(80 with securities listed on the New York Stock 
Exchange, 65 on NYSE AMEX or ARCA, 57 on 
NASDAQ Markets and 148 on over-the-counter 
markets.
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The determination of whether a company 
qualifies as a FPI is made at the end of 
the second quarter of each fiscal year. 
However, the determination of eligibility 
to use MJDS for registration statements 
is made at the time of filing and for 
periodic reporting (annual and current 
reports) at the fiscal year-end date. 

Registration and ongoing 
reporting obligations

The forms used by Canadian companies 
include “F” series registration 
statements and Forms 20-F and 40-F 
and 6-K disclosure forms for annual 
and current reports, respectively. Many 
of these forms have been designed 
with reference to international 
disclosure standards while some of 
the forms specific to MJDS issuers 
have been designed with reference 
to Canadian prospectus and periodic 
disclosure forms and requirements.

Form 20-F
Form 20-F is the primary disclosure 
form for many Canadian FPIs under 
both the Securities Act and the 
Exchange Act. 

Financial statements included in Form 
20-F may be prepared in accordance 
with IFRS as issued by the IASB, US 
GAAP or home country GAAP. This 
form requires the financial statements 
to include three years for all financial 
statements except the balance sheet. 

Accounting standards for private 
enterprises are not considered 
acceptable GAAP to be used by an 
issuer or predecessor issuer. 

However, accounting standards for 
private enterprises as issued by the 
Canadian Accounting Standards Board 
(ASPE) may be used for financial 
statements of acquired businesses 
provided the CSA National Instrument 
52-107 requirements are followed and 
the required reconciliations to US GAAP 
are provided. 

While Form 20-F allows disclosure 
of executive compensation on an 
aggregated basis, Canadian reporting 
issuers are required to provide executive 
compensation on a disaggregated basis 
and include a compensation committee 
report in their Canadian filings. This 
expanded disclosure would also be 
included in Form 20-F.

Form 40-F
Form 40-F can be used by MJDS issuers 
as a registration statement and annual 
report under the Exchange Act.

The 40-F registration statement is 
required to include all information 
material to an investment decision that 
the issuer made or was required to make 
public under the laws of any Canadian 
jurisdiction, by a stock exchange on 
which the securities are traded and 
otherwise. 

For annual reports, the form includes 
or incorporates the annual information 
form (AIF), the audited annual financial 
statements and management’s discussion 
and analysis (MD&A) and all other 
information material to an investment 
decision that the issuer makes or is 
required to make public. These rules 
permit MJDS issuers to include in 
their SEC filings the same financial 
statements, MD&A and AIF as required 
by Canadian securities requirements. 
Canadian securities requirements permit 
financial statements of SEC issuers to 
be prepared using either IFRS as issued 
by the IASB or US GAAP. Industry guide 
data, market risks and expanded oil 
and gas disclosures are not required. 
However, the annual report form must 
also include:

• CEO and CFO certifications;
• Disclosures about the effectiveness 

of the issuer’s disclosure controls and 
procedures; 

• Management’s annual report on 
internal control over financial 
reporting accompanied by an 
attestation report from the 
company’s auditor, where applicable;

• Disclosures of changes in internal 
control over financial reporting;

• Information about the financial 
expertise of audit committees;

• Information about the company’s 
code of ethics and compliance with 
the code of ethics;

• Information about auditor’s fees and 
services;

• Information about off-balance sheet 
arrangements;

• Tabular disclosure of contractual 
obligations;

• Identification of the audit committee;
• Interactive data file (subject to XBRL 

taxonomy being approved by SEC); 
• Mine safety disclosures;
• Disclosures required under the Iran 

Threat Reduction and Syria Human 
Rights Act of 2012; and

• Disclosures about payments by 
resource extraction issuer.

Dean Braunsteiner

National IPO Leader 
Partner, Audit and Assurance Group 
Toronto

SEC developments
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Some of the additional disclosures are 
also required under Canadian securities 
requirements. 

MJDS filers must file the Form 40-F 
annual report on the same date that the 
Canadian disclosure documents are 
filed. This differs from the timetable for 
FPIs using a Form 20-F annual report 
which is required to be filed four months 
after the year-end date.

Smaller reporting companies
Canadian companies can elect to be 
use the system for smaller reporting 
companies, but should weigh the 
benefits against the requirements. 
Smaller reporting companies are those 
with a worldwide market capitalization 
for its public float of voting and non-
voting common equity of less than 
US$75 million. Alternatively, if there 
is no common equity outstanding or 
no market price for the common equity 
outstanding, a company may qualify if 
its revenues for the last fiscal year were 
less than US$50 million. 

Smaller reporting companies are 
required to file annual reports on 
Form 10-K, quarterly reports on Form 
10-Q and current reports of Form 8-K; 
however, the non-financial disclosures 
required in those forms are scaled 
to smaller reporting issuers which 
reduces the disclosure burden on 
these companies. Smaller reporting 
companies would prepare their financial 
statements using US GAAP, but are 
not required to comply with most of 
the additional SEC financial statement 
requirements. Smaller reporting 
companies also only need to provide 
audited annual financial statements.

JOBS Act and Emerging 
Growth Companies

Canadian companies can take 
advantage of the provisions of the 
Jumpstart Our Business Start Ups 
Act (JOBS Act) if they qualify as 
emerging growth companies (EGCs).

The JOBS Act created a number of 
special accommodations intended to 
make it easier for EGCs to complete 
an equity IPO. EGCs are issuers with 
total annual gross revenues of less than 
US$1 billion during its most recently 
completed fiscal year. EGCs will lose 
their EGC status on the last day of the 
fiscal year following the fifth anniversary 
of the first sale of their common equity 
securities in a registered SEC offering. 
EGCs can also lose their EGC status 
if they have issued more than US$1 
billion in non-convertible debt during 
the previous three years. EGCs may also 
qualify as small business issuers.

ECGs would use the applicable domestic, 
FPI or MJDS forms for registering 
securities and providing periodic 
reports. The JOBS Act provides a 
number of accommodations under the 
SEC rules including:

• Initial SEC staff review of certain 
registration statements on a 
confidential basis;

• Financial statements for an equity 
IPO transaction limited to two years 
of audited financial statements. 
However, subsequent annual reports 
would have to comply with the 
applicable form requirements for 
financial statements;

• Omission of certain selected 
financial data for periods preceding 
the earliest audited period included 
in the IPO registration statement;

• Adoption of new US GAAP 
accounting standards on the same 
timeframe as private companies. 
This accommodation does not apply 
to other GAAP frameworks;

• Scaled disclosures for executive 
compensation; and

• Exemption from internal control 
audits while the issuer qualifies as an 
EGC.

Other financial statement 
disclosure issues
The financial statements of MJDS 
issuers may be audited in accordance 
with Canadian Auditing Standards. 
All other SEC issuers are required to 
have their financial statements audited 
using the standards of the PCAOB. 
The Company’s auditors are required 
to comply with the SEC independence 
rules and the PCAOB registration 
requirements.

Process of registration and filing 
of registration statements

Canadian companies may voluntarily 
use domestic forms to register their 
securities (“S” series of registration 
forms or Form 10) even if they are 
eligible to use FPI or MJDS forms. 
However, Canadian companies using 
the smaller reporting companies system 
are required to use domestic forms for 
registering securities. 

Sean Cable

Partner, National Accounting 
Consulting Services 
Toronto
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Securities Act offerings
In addition to the FPI forms available 
to Canadian issuers, MJDS forms that 
may be used for a Securities Act offering 
include:

• Form F-7 – the form available for 
Securities Act registration of rights 
offerings extended to an issuer’s 
US shareholders. The form acts 
as a wrap-around for the relevant 
Canadian offering documents.

• Form F-8 and Form F-80 – forms 
available to extend exchange offers 
for Canadian target companies 
to US shareholders. The forms 
are used in connection with 
Canadian statutory amalgamations, 
mergers, arrangements and other 
reorganizations requiring a vote of 
shareholders of the participating 
companies. These forms consist 
primarily of the relevant Canadian 
offering documents. 

• Form F-10 – the form used to register 
all other securities, including equity 
securities and investment grade debt. 
The form is primarily a wrap around 
form for a Canadian prospectus. 
Oil and gas issuers are required to 
provide unaudited disclosures under 
the US GAAP for oil and gas issuers 
(ASC Topic 932). 

Exchange Act registration
• Form 40-F may be used by MJDS 

Issuers to register their securities 
under the Exchange Act and list on 
a national securities exchange in the 
US or to voluntarily register their 
securities under the Exchange Act. 

Periodic and ongoing 
reporting obligations

Annual reports 
Canadian FPIs file annual reports 
on either Forms 10-K, 20-F or 40-F 
depending on their eligibility to use 
the respective forms. The Form 10-K is 
required to be used by smaller reporting 
companies and may be voluntarily 
used by any FPI. Companies using the 
Form 10-K would be subject to the 
same requirements as domestic US 
registrants.

Other reports
MJDS issuers also meet their other 
reporting obligations under the 
Exchange Act by filing reports on Form 
6-K. The Form 6-K captures all other 
periodic disclosures including interim 
financial reports filed on SEDAR or 
publicly distributed.

Exemptions from Securities 
Act registration – initial 
distributions and resales

Canadian companies are eligible for 
the exemptions from Securities Act 
registration described in the SEC 
publication. Many companies use the 
Rule 144A exemption for debt offerings 
in the US markets or the offering of 
a portion of securities being made 
principally in Canadian markets under 
a prospectus or exempt offering. 
Companies should carefully consider the 
benefits and costs between a registered 
and exempt offering.

More information

PwC has several clients that are 
registered with the SEC and listed on 
nationally recognized exchanges in 
the US. In addition, we have assisted 
our clients with many registered and 
exempt securities offerings in the US 
markets. We have several teams across 
the country with in-depth experience in 
securities offerings and reporting in the 
US markets. These teams are supported 
by a national team of securities 
regulatory subject matter experts.

If you would like more information 
about SEC requirements applicable to 
Canadian companies, please contact 
your local engagement team or Dean 
Braunsteiner at dean.braunsteiner@
ca.pwc.com or Sean Cable at sean.
cable@ca.pwc.com.

SEC developments
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Hyperinflationary economies

ASC Topic 830: Foreign Currency Matters 
modifies the accounting for foreign 
currency translation when foreign 
operations are in a hyperinflationary 
economy. A highly inflationary economy 
is one that has cumulative inflation 
of approximately 100 percent or more 
over a 3-year period. If the cumulative 
inflation rate is less than 100%, 
historical inflation rates and other 
relevant economic factors would need to 
be considered in assessing whether an 
economy is hyperinflationary.

The SEC staff regularly provides their 
views on countries whose currency may 
be considered to be hyperinflationary. 
This information is helpful to companies 
in considering whether the preparation 
of their financial statements is subject 
to specific accounting requirements 
for companies operating in 
hyperinflationary economies. 

Social media and company 
announcements

The SEC recently stated that companies 
may use social media outlets such as 
Facebook and Twitter to announce 
key information in compliance with 
Regulation Fair Disclosure (Regulation 
FD) so long as investors have been 
alerted about which social media will be 
used to disseminate the information.

This clarification was issued through 
a SEC Report of Investigation 
which concluded that company 
communications through social media 
channels could constitute selective 
disclosures and, therefore, require 
careful analysis of Regulation FD. The 
report also indicated that disclosure 
of material non-public information on 
the personal social media site of an 
individual corporate officer – without 
advance notice that the site will be used 
for this purpose – is unlikely to qualify 
as an acceptable method of disclosure 
under securities laws.

NASDAQ requires internal audit

The NASDAQ has proposed a rule 
that will require listed companies to 
establish and maintain an internal audit 
function. On March 2, 2013, the rule 
was submitted to the SEC for approval. 
The rule will not be effective until 
approved by the SEC.

The audit committee function, which 
can be outsourced, is to provide 
management and the audit committee 
with ongoing assessments of the 
company’s risk management processes 
and system of internal control. 

The requirements, if approved, will 
require currently listed companies to 
establish the internal audit function 
no later than December 31, 2013. 
Companies listed after June 30, 2013 
must establish the internal audit 
function before listing.

News on other SEC developments

Countries on the SEC staff’s hyperinflationary watch list include  
Based on three-cumulative inflation rate, unless otherwise noted

Belarus 153% as at September 2012

Democratic Republic of Congo Projected to be less than 40% at end of 2012 (was 95% in 2011)

Ethiopia Projected to be 82% at end of 2012

Guinea Projected to be 61% at end of 2012 and had significant increase in inflation rate in 2012

Islamic Republic of Iran Projected to be 78% at end of 2012

South Sudan Two-year cumulative inflation year projected to be 166% at end of 2012

Sudan Projected to be 76% at end of 2012

Venezuela Projected to be 98% at end of 2012

Yemen Projected to be 58% at end of 2012 and had significant increase in inflation rate in 2012
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Updated COSO Internal Control 
– Integrated Framework

The COSO Board has approved the 
COSO’s updated Internal Control 
– Integrated Framework: 2013 
(Framework) and expects to issue it 
in May 2103. The Framework will be 
accompanied by Illustrative Tools for 
Assessing Effectiveness of a System of 
Internal Control.

COSO also expects to issue 
simultaneously Internal Control 
over External Financial Reporting: 
A Compendium of Approaches and 
Examples, which has been developed 
to assist users when applying the 
Framework to external financial 
reporting objectives.

Authored by PwC US Firm under the 
direction of the COSO Board, the 
Framework and related illustrative 
documents are intended to help 
organizations in their efforts to adapt 
to increasing complexity and pace 
of change, to mitigate risks to the 
achievement of objectives and to provide 
reliable information to support sound 
decision making.

The COSO Board also announced 
that it will continue to make available 
the original framework during the 
transition period extending to December 
15, 2014, after which time COSO will 
consider it as having been superseded.

The COSO Board’s goal in updating the 
original framework has been to reflect 
changes in the business and operating 
environments, to formalize more 
explicitly the principles embedded in 
the original framework that facilitate 
development of effective internal control 
and assessment of its effectiveness, and 
to increase ease of use when applied 
to an entity objective. Accordingly, 
the Board believes that users should 
transition to the 2013 Framework 
in their applications and related 
documentation as soon as is feasible 
under their particular circumstances.

SEC developments
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