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Title

FASB Accounting Standards Update 

Where Are We At With the “Big 3”?

Private Company Financial Reporting and the FASB Technical Agenda

Special Purpose Frameworks – What Options Do You Have?
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•Be familiar with recently issued and soon to be effective Accounting Standards 

Updates (ASUs).

•Getting ready for lease accounting and post implementation review of revenue 

recognition.

•Be familiar with that the FASB and PCC have on their agenda going forward.

•Gain an understanding of financial reporting frameworks other than generally 

accepted accounting principles (GAAP).
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FASB Accounting Standards Updates
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•Identify recently issued FASB Accounting Standards Updates (ASUs) 

that cover broad issues, other than those related to the “big three” of 

revenue recognition, financial instruments, and leases.
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• Applies to all entities that have goodwill on their financial statements

• Simplifies the goodwill impairment test

• Does not apply to private companies that adopted the accounting alternative to amortize 

goodwill

• Step 2 of the There is now a presumption that any excess of book value over fair value of 

the reporting    unit is a goodwill impairment, up to the carrying value of the goodwill

• old test is eliminated

• Consider income tax effects of any tax-deductible goodwill on the carrying amount of the 

reporting unit
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•Effective dates

-Public business entities — SEC filers

-Years beginning after December 15, 2019

-Public business entities — non-SEC filers

-Years beginning after December 15, 2020

-All other entities

-Years beginning after December 15, 2021

•Early application permitted

-Testing dates after January 1, 2017
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•Apply on a prospective basis

•Required disclosures

-Nature of reasons for the change in accounting principle upon transition

-First annual period

-First interim period within the first annual period of the change
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• New disclosures required

- The weighted-average interest crediting rates for cash balance plans and other plans 

with promised interest crediting rates

- An explanation of the reasons for significant gains and losses related to changes in the 

benefit obligation for the period

- Nonpublic entities will be required to disclose the amounts of transfers in and out of 

level 3 fair value measurements and purchases of level 3 plan assets
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•Disclosures that were clarified

-The projected benefit obligation (PBO) and fair value of plan assets for plans with 

PBO’s in excess of plan assets

-The accumulated benefit obligation (ABO) and fair value of plan assets for plans 

with ABO’s in excess of plan assets
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•Disclosures that were eliminated

-The amounts in accumulated comprehensive income expected to be recognized as 

components of net periodic benefit cost over the next fiscal year

-The amount and timing of plan assets expected to be returned to the employer

-The disclosures related to the June 2001 amendments to the Japanese Welfare 

Pension Insurance Law

-Related party disclosures about the amount of future annual benefits covered by 

insurance and annuity contracts

-Significant transactions between the employer or related parties and the plan
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•Disclosures that were eliminated (continued)

-For nonpublic entities, the reconciliation of opening and closing balances of plan 

assets measured using level 3 recurring fair value measurements

-For public entities, the effects of a one-percentage-point change in the assumed 

healthcare cost trend rates
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•Effective date

-Public business entities — Fiscal years ending after December 15, 2020

-All other business entities — Fiscal years ending after December 15, 2021

-Early adoption is permitted for all entities

-The amendments should be adopted on a retrospective basis
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•Eliminates the following exceptions:

-Incremental approach for intra-period tax allocation when there is a loss from 

continuing operations and income or gain from other items

-Requirement to recognize a deferred tax liability for equity method investment in 

foreign subsidiaries
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•Eliminates the following exceptions:

-The ability not to recognize a deferred tax liability for a foreign subsidiary 

when an equity method investments becomes a subsidiary

-The general methodology for calculating income taxes in an interim period when a 

year-to-date loss exceeds annual expected loss
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•Franchise or similar taxes partially based on income shall be recognized as an 

income-tax based tax and any incremental amount is based as non-income tax 

based.

•Requires an entity to evaluate when a step up in tax basis of goodwill should be 

considered part of the business combination
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•Specifies that an entity is not required to allocate the consolidated amount of 

current and deferred tax to a legal entity that is not subject to tax. However, an 

entity may elect to do so for an entity that is subject to tax and is a disregarded 

entity

•Requires an entity to reflect the effect of an enacted tax change in the interim 

period of the enactment date.
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•Effective dates (early implementation permitted)

-Public entities

- Fiscal years and interim periods beginning after December 15, 2020

-All others

- Fiscal years beginning after December 15, 2021, and interim periods after 

December 15, 2022

18



•Stakeholders informed FASB that there could be diversity in practice in applying the 

accounting alternative for equity investments at cost when no observable inputs are 

available (Topic 321).

•This ASU provides guidance for two circumstances.

19



Issue No. 1

Entities should consider whether observable transactions exist immediately before 

either applying or discontinuing the equity method of accounting in determining 

whether the alternative treatment can be applied.
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Issue No. 2

Entities that have contracts that will allow or require it to acquire an equity 

investment that would be accounted for under the equity method should not 

consider whether, upon settlement, the underlying securities would be accounted 

for under the equity method.
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•Effective dates (Early implementation permitted if financial statements have not 

been issued.)

-Public entities

-Fiscal years and interim periods beginning after December 15, 2020

-All others

-Fiscal years and interim periods beginning after December 15, 2021 
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• Not-for-profits (NFPs) receive many types of contributions to fuel their mission. In 

additional to financial contributions, NFPs may receive nonfinancial contributions (e.g., 

fixed assets, land, buildings, the use of assets, food, clothing, pharmaceuticals, 

services, etc.). Nonfinancial contributions are often referred to as gifts-in-kind

• The FASB believes more information related to gifts-in-kind is needed by financial 

statement users as:

Gifts-in-kind are inherently more subjective in terms of how they are valued;

Many NFPs (e.g., a food bank) rely heavily on such contributions and this may not 

be apparent in current reporting; and

A significant reliance on gifts-in-kind and how they are utilized has 

ramifications on an NFP’s operations
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▪ Under the new presentation guidance:

▪ A NFP will present gifts-in-kind received in a separate line item in the 
statement of activities apart from contributions of cash or other financial 
assets

▪ Under the new disclosure guidance:

▪ NFPs will breakout the amount of gifts-in-kind received by category in the 
notes (Note. The standard allows NFPs a lot of judgment in terms of the 
categories used)
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▪ Under the new disclosure guidance, for each category of gifts-in-kind 
received:

▪ The NFP will disclose qualitative information about whether the gifts-in-kind 
were either monetized or utilized during the reporting period (if utilized, a 
description of the specific programs or other activities in which those assets 
were used will be included)

▪ The NFP will disclose its policy (if any) for monetizing rather than utilizing 
gifts-in-kind
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▪ Under the new disclosure guidance, for each category of gifts-in-kind 
received:

▪ The NFP will provide a description of any associated donor restrictions;

▪ The NFP will provide a description of the valuation techniques and inputs 
used to arrive at a fair value measure at initial recognition; and

▪ The principal market (or most advantageous market) used to arrive at a fair 
value measurement if it is a market in which the recipient NFP is prohibited by 
donor restrictions from selling or using the contributed nonfinancial asset
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•Fiscal periods beginning after June 15, 2021

•Interim periods beginning after June 15, 2022

•Early adoption is permitted.

•Retrospective application is required.
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ASU provides private companies and NFPs with an accounting alternative to perform a 

goodwill impairment triggering event evaluation as of the end of the reporting period

•Reporting period could be either an interim or annual period

•Entity choosing this elective would no longer need to perform an events-driven triggering 

event assessment and record any impairment as of the date of the triggering event

•An entity that does not elect the goodwill amortization alternative and performs its goodwill 

impairment test as of a date other than the annual reporting date should perform a 

triggering event evaluation only as of the end of the reporting period

ASU is effective on a prospective basis for fiscal years beginning after December 15, 2019. 

Early adoption is permitted for interim and annual financial statements that have not yet 

been issued or made available for issuance as of March 30, 2021

• Only available to private companies and not-for-profit entities.

• Unconditional one-time election without assessing preferability
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▪ The ASU applies to all entities that enter into a business combination within the scope of 
Subtopic 805-10

▪ The ASU requires that an entity (acquirer) recognize, and measure contract assets and 
contract liabilities acquired in a business combination in accordance with Topic 606

▪ At the acquisition date an acquirer should account for the related revenue contracts 
in accordance with Topic 606 as if it had originated the contracts

▪ Generally, this should result in an acquirer recognizing and measuring the 
acquired contract assets and contract liabilities consistent with how they were 
recognized and measured in the acquiree’s financial statements

▪ ASC 606 and fair value of a contract asset are likely to be identical

▪ ASC 606 value of a contract liability is likely to be higher than its fair value

▪ An acquirer may assess how the acquiree applied ASC 606 to determine what to 
record for the acquired revenue contracts
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▪ Effective date for ASU No. 2021-08

▪ For public business entities – Fiscal years beginning after December 15, 
2022, including interim periods within those fiscal years

▪ For all other entities – Fiscal years beginning after December 15, 2023, 
including interim periods within those fiscal years

▪ The ASU should be applied prospectively to business combinations occurring on 
or after the effective date of the amendments

▪ Early adoption of the amendments is permitted, including adoption in an interim 
period
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▪ FASB issued ASU 2021-10, Government Assistance (Topic 832): Disclosures by 
Business Entities about Government Assistance November 2021

▪ Effective for periods beginning on or after December 15, 2021 (early adoption 
permitted)

▪ Does NOT apply to NFP or EBP

▪ Does NOT apply to 606 transactions or where the entity meets eligibility 
requirements for funding

▪ Primarily assistance (such as PPP loans) where the grant model is used or 
outright grants that are treated as contributions

▪ Disclosure standard only
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▪ Disclose:

▪ Type of assistance and accounting policies

▪ Effect on financial statements (line item in balance sheet or income statement)

▪ Terms of the assistance including duration and any recapture provisions or 
other contingencies

▪ Apply prospectively to all transactions within the scope of the amendments that 
are reflected in financial statements at the date of initial application and new 
transactions that are entered into after the date of initial application or 
retrospectively to those transactions
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36

Transactions with the government to with ASC 2021-10 would apply:

1. A forgivable loan from the government for which a business entity uses the IAS 

20 grant model

2. A receipt of cash or other assets from the government that is accounted for as a 

grant under ASC 958-605

Transactions with the government to which ASC 2021-10 would NOT apply:

1. Income tax credits within the scope of ASC 740

2. A revenue contract with the government accounted for under ASC 606

3. A forgivable or below-market interest rate loan from the government which the 

entity account for under ASC 470



ASU Title Summary Effective Date

ASU No. 2016-02 Leases (Topic 842) Creates ASC 842, new 

guidance on lease 

accounting

Years beginning on or after 

December 15, 2021

ASU No. 2016-13 and related 

ASUs

Financial Instruments—

Credit Losses (Topic 326): 

Measurement of Credit 

Losses on Financial 

Instruments

Creates ASC 326, 

implementing CECL model 

for credit losses

Years beginning on or after 

December 15, 2022

ASU No. 2017-04 Intangibles—Goodwill and 

Other (Topic 350)

Replaces two-step goodwill 

impairment test with one-step 

test

Years beginning on or after 

December 15, 2022

ASU No. 2018-12 Financial Services—

Insurance (Topic 944): 

Targeted Improvements to 

the Accounting for Long-

Duration Contracts

Changes the accounting 

model for long-duration 

insurance contracts

Years beginning on or after 

December 15, 2024
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ASU Title Summary Effective Date

ASU No. 2018-14 Compensation—Retirement 

Benefits—Defined Benefit 

Plans—General (Subtopic 715-

20): Disclosure Framework—

Changes to the Disclosure 

Requirements for Defined Benefit 

Plans

Changes to disclosures for DB 

pension plans

Effective for fiscal years ending 

after December 15, 2021

ASU No. 2019-12 Income Taxes (Topic 740): 

Simplifying the Accounting for 

Income Taxes

Simplifies the application of ASC 

740 in certain areas

Years beginning on or after 

December 15, 2021

ASU No. 2020-01 Investments—Equity Securities 

(Topic 321), Investments—Equity 

Method and Joint Ventures (Topic 

323), and Derivatives and 

Hedging (Topic 815)

Clarifies guidance on application 

of equity method (ASC 323) in 

certain transactions

Years beginning on or after 

December 15, 2021

ASU No. 2020-04 Reference Rate Reform (Topic 

848)—Facilitation of the Effects of 

Reference Rate Reform on 

Financial Reporting

Provides optional accounting 

relief due to phaseout of LIBOR 

as a reference rate in financial 

contracts

Option is currently effective 

through December 31, 2022
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ASU Title Summary Effective Date

ASU No. 2020-06 Debt—Debt with Conversion 

and Other Options (Subtopic 

470-20) and Derivatives and 

Hedging—Contracts in 

Entity’s Own Equity (Subtopic 

815-40)—Accounting for 

Convertible Instruments and 

Contracts in an Entity’s Own 

Equity

Reduces the accounting 

models for convertible debt 

from five to three and 

simplifies the application of 

the derivative exception 

related to contracts linked to 

the entity’s own stock

Years beginning after 

December 15, 2023, 

including interim periods 

within those fiscal years

ASU No. 2020-08 Codification Improvements to 

Subtopic 310-20, 

Receivables—Nonrefundable 

Fees and Other Costs

Updated guidance on 

applying “Yield-to-first” 

guidance for certain debt 

securities

Years beginning on or after 

December 15, 2021

ASU No. 2020-10 Codification Improvements Various improvements to the 

ASC

Years beginning on or after 

December 15, 2021
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ASU Title Summary Effective Date

ASU No. 2021-04 Earnings Per Share (Topic 

260), Debt—Modifications 

and Extinguishments 

(Subtopic 

470-50), Compensation—

Stock Compensation (Topic 

718), and Derivatives and 

Hedging—

Contracts in Entity’s Own 

Equity (Subtopic 815-40)—

Issuer’s Accounting for 

Certain Modifications or 

Exchanges of Freestanding 

Equity-Classified Written Call 

Options

Provides consistent 

accounting guidance 

determining the amount of 

and the accounting for the 

modification of freestanding 

equity-classified written call 

options, namely stock 

warrants

Fiscal years 

beginning after December 

15, 2021, including interim 

periods within those fiscal 

Years. Early adoption is 

permitted
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▪Scope
▪ Entities holding financial assets and net investments in leases that are not 

accounted for at fair value (i.e., accounted for at amortized cost):

▪ Loans

▪ Debt securities

▪ Trade receivables

▪ Off-balance sheet credit exposures

▪ Reinsurance receivables

▪ Other financial assets not excluded from standard and have a contractual 
right to receive cash
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▪ Credit losses on financial assets measured at amortized cost will be determined 
based on an “expected loss” model, as opposed to current “incurred loss” model

▪ Entities will no longer wait until credit loss is “probable” to record loss

▪ Use of allowance approach to present asset’s net carrying amount

▪ Initial credit loss and changes in allowance are recognized in the income 
statement

▪ Measurement of credit losses

▪ Use of relevant information related to past, current, and future events

▪ Will generally result in earlier recognition of credit losses than under previous 
GAAP

▪ Separate model for PCD assets
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▪ Other provisions:

▪ Available-for-sale debt securities

▪ Recognize credit losses to the extent fair value is below amortized cost

▪ Write-down presented as an allowance and not as a write-down to a specific asset

▪ Reversals included in current period net income

▪ Many disclosures retained from ASU No. 2010-20

▪ Updated to reflect change in methodology

▪ Further disaggregation of credit indicators

▪ Optional for nonpublic entities

▪ For nonpublic entities, the ASU is effective for fiscal years beginning after December 
15, 2022, including interim periods therein. The ASU provides detailed transition 
guidance

44



▪ FASB has begun Post-Implementation Reviews (PIRs) for the following standards:

▪ ASC 606 – Revenue from Contracts with Customers

▪ ASC 842 – Leases

▪ ASC 326 – Credit Losses

▪ Purpose of PIR process

▪ An evaluation of whether a standard is achieving its objective by providing 
financial statement users with relevant information in ways that justify the cost 
of providing it

▪ During the PIR process, the FASB solicits and considers diverse stakeholder 
input and other research to evaluate the standards that are issued and 
determine whether there are areas of improvements that the FASB should 
address
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▪ Stage 1 – Post-issuance date implementation monitoring

▪ Actively monitor practice as stakeholders prepare for initial implementation 

▪ Develop and disseminate implementation guidance and educational material

▪ Communicate and perform outreach with stakeholder organizations

▪ Stage 2 – Post-effective date evaluation of costs and benefits

▪ Understand the costs that an entity incurred in applying the standard, as well 
as the costs that investors and other users incurred in analyzing and 
interpreting the information that the standard provides

▪ Understand the benefits of the standard to investors and other users as well 
as to entities

▪ Monitor the ongoing application of the standard

▪ Stage 3 – Summary of research and reporting
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▪Status of PIR activities
▪ Six meetings of the TRG

▪ Variety of standard-setting activity

▪ Issuance of ASU No. 2021-03 and ASU No. 2021-09

▪ Responses to over 250 technical inquiries

▪ Dissemination of technical materials

▪ Held webcasts and other communication events
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▪ Public company-focused activities

▪ 42 company preparer surveys

▪ Outreach to auditors and regulators

▪ Accounting system focus

▪ Gathering of feedback for advisory meetings

▪ Performed analysis of XBRL

▪ Stakeholder feedback

▪ Investor focus

▪ Feedback on cost-benefit analysis

▪ Academic research

▪ Similar feedback will be obtained related to private companies and NFPs following their 
ASC 606 implementation date

▪ Stage 3 reporting to follow
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▪ Overall feedback on ASC 606 is favorable

▪ Most found little to no material impact on reported financial results

▪ ASC 606 provides more useful and transparent information

▪ ASC generally improved comparability across industries, with certain 
exceptions

▪ Incremental costs were generally related to adoption

▪ Comparability decreased in certain industries where participants have 
different revenue models

▪ I.e., Software license vs. usage-based models

▪ Healthcare
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▪ Considerations for additional research by the FASB

▪ Principal vs. agent and related consideration payable to a customer

▪ Licensing

▪ Variable consideration

▪ Disclosures

▪ Short-cycle contract manufacturing

▪ Standalone selling price

▪ Identifying performance obligations

▪ Incremental cost of obtaining a project
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▪ Public companies 

▪ Years starting after 12/15/18

▪ All other organizations

▪ Years starting after 12/15/21
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Differences Similarities

• Operating leases on balance 

sheet

• Capital leases are not finance 

leases

• Lease classification

• No deferred or prepaid expense

• Initial direct costs

• Footnote disclosure

• Centralized recordkeeping

• Income statement unchanged

• Capital and finance lease 

calculation

• Renewal criteria:  Reasonably 

assured = reasonably certain

• Remeasurement and modification 

accounting
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▪ Pre-effective date – Consideration of practical expedients

▪ Package of three

▪ Does arrangement contain a lease?

▪ No lease classification assessment as to finance vs. operating

▪ No assessment of initial direct costs

▪ No application of hindsight events

▪ Nonrecognition of lease 12 months or less

▪ Maintain current accounting for easements

▪ Post-effective date for all new or amended leases

▪ Lease classification as to finance vs. operating (five criteria)

▪ Contracts that contain a lease (five criteria)

▪ Assessment of material direct costs

▪ Associated non-lease cost assessment

▪ New SOX controls/footnote disclosures/continuous updating of leases database for change
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Nuances with the new Lease Standard
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▪ Definition of a lease is a contract that:

▪ Conveys the right to use a specific asset (the underlying asset); and 

▪ The right must be for a period of time and provided in exchange for 
consideration

▪ Entities must consider all contracts which may contain such provisions

▪ These are known as embedded leases

▪ The lease component should be carved out and accounted for separately

▪ An example would be a service contract with assets that meet the lease criteria

▪ While the number of such contracts may be low, the time to review them is high 
and the valuations of embedded leases can be challenging
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▪ ASC 842 applies to all leases, with the following exceptions:

▪ Leases of intangible assets, inventory, and assets under construction;

▪ Leases to explore for or use minerals, oil, natural gas, and similar non-
regenerative resources; and

▪ Leases of biological assets, including timber

▪ Operating leases for real estate could have a significant accounting impact

▪ Example: 10-year lease, $10,000 monthly payment = $1MM ROU asset and 
lease liability

▪ Potential need for real estate expertise
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• Generally, no use for Cumulative Effect to Retained Earnings for Change in Accounting Principle

• No Deferred Rent or Prepaid Lease Expense; it all flows through the ROU Asset
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▪ Key subjective inputs into the ASC 842 accounting model

▪ Incremental Borrowing Rate

▪ Lease term and options to extend or terminate the lease

▪ The economic life of the asset

▪ Residual value guarantees

▪ The economic life and fair value of the underlying asset
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▪ The ASU allows lessees that are not public business entities to use the risk-free interest rate on a 
class of asset basis

▪ Entity must use the rate implicit in the lease when readily determinable

▪ Prior to the issuance of ASU No. 2019-09, the election to use the risk-free rate was applied to 
all leases

▪ The entity making this election must disclose that it has made the election and the classes of 
underlying assets to which it was made

▪ Transition

▪ For entities not yet adopting ASC 842 – Same time as they adopt ASC 842

▪ For entities having already adopted ASC 842 – Years beginning on or after December 15, 2021, 
and interim periods one year later

▪ Early adoption is permitted

▪ Modified retrospective adoption to leases that exist at the beginning of the fiscal year of 
adoption
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▪ IFRS 16 has individual lease materiality of $5,000

▪ Some organizations follow their Property, Plant, and Equipment materiality 
standards

▪ Aggregation
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▪ Contract provisions rule, especially for lease term

▪ It’s about the economic incentive, not relationships

▪ Assess need for disclosures

▪ Consideration of related party leases when applying the 12-month practical 
expedient
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▪ Timing of Systems vs. Process

▪ Don’t leap straight to entering leases in a system

▪ Priorities should be:

▪ Identify full lease portfolio by asset class

▪ Thoughtful policy elections

▪ Understand lease payment process and GL accounts

▪ Use of spreadsheets

▪ Error prone (due to more complex calcs for operating leases, etc.)

▪ Quantitative footnote disclosure is complicated

▪ Lease revisions – Difficult to “freeze” spreadsheet reporting

▪ CPA firms might charge more to audit a spreadsheet
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▪Booking a Cumulative Effect of Change in Accounting Principle
▪ Adjust ROU Asset instead

▪ Certain it goes to equity? Contact your CPA firm

▪ Lease Term Renewals
▪ Not just “I think we’ll renew”

▪ High bar – Economic incentives matter

▪ Related party – Relationship doesn’t matter for term
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▪ Maturity analysis includes more leases

▪ Not just real estate and office space

▪ Smaller leases add up

▪ Debt Covenants

▪ Dependent on individual terms

▪ Work with bank early

▪ Run pro-forma numbers as early as possible

▪ Could impact availability or cost of capital

▪ Cost of financing

▪ Lease vs. buy?
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▪Be Organized
▪ Project management

▪ Lease inventory by reviewing payments

▪ Embedded lease assessment
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▪ Inclusive Decisions

▪ Transition vs. Ongoing Identification

▪ Not Just Accounting. Make sure to include the following:

▪ Procurement

▪ Operations, including location managers

▪ Finance

▪ Accounts Payable

▪ Legal, as necessary
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▪ Hire an Expert

▪ Outsourcing works!

▪ Stay involved

▪ Start early

▪ Still should be plenty of time – If you don’t wait

68



▪ Identify all leases for transition

▪ Review December 31, 2021 5-Year Payment Table

▪ Finalize assumptions and policy elections

▪ Determine discount rate

▪ Review new leases under ASC 842

▪ Finalize use of software

▪ Plan to calculate the transition adjustment

▪ Determine impact on debt covenants

▪ Develop a process to identify and assess embedded leases

▪ Don’t procrastinate
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Financial Statement Presentation
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▪ Lessee presentation:
▪ ROU assets separately from other assets

▪ Lease liabilities separately from other liabilities

▪ Separate above by finance vs. operating

▪ Can disclose in notes instead of on statement

▪ Lessor presentation – Show net investment in sales-type and direct 
financing leases
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▪ Present ROU assets in same line item as if owned

▪ Disclose line items that include ROU assets and lease liabilities
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▪ Unwinding of discount and amortization of ROU asset:

▪ Finance – Separately

▪ Operating – Combined
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Variable and short-term lease payments not

included in lease liability – Operating activities

Finance

Cash Payments

Operating

OperatingPrincipal – Financing

Interest – Operating



▪ Objective – Allow users to assess the following:

▪ Timing of payments

▪ Amount of payments

▪ Uncertainty of cash flows

▪ Consist of quantitative and qualitative disclosures for both lessees and lessors

▪ See final standard for detailed listing of required disclosures

▪ No specific relief for non-public entities
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▪ Significant assumptions and judgments

▪ Whether a contract contains a lease

▪ Allocation of consideration in a contract

▪ Discount rate

▪ Information about the nature of an entity’s leases

▪ General description

▪ Basis and terms and conditions on which variable lease payments are 
determined

▪ Terms and conditions of options to extend or terminate leases

▪ Residual value guarantees

▪ Restrictions or covenants imposed by leases

▪ Leases that have not yet commenced
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▪ Maturity analysis of lease liabilities

▪ Related party lease transactions

▪ Use of practical expedients

▪ Short-term leases

▪ Not separating lease and non-lease components

▪ Transition practical expedients

▪ Hindsight

▪ Package of three

▪ Election not to restate comparative periods

77

Generally, all disclosures are required for all entities
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We determine if an arrangement is a lease at inception of the contract. Our right-of-use
assets represent our right to use the underlying assets for the lease term and our lease
liabilities represent our obligation to make lease payments arising from the leases. Right-of-
use assets and lease liabilities are recognized at commencement date based on the present
value of lease payments over the lease term. We use our estimated incremental borrowing
rate, which is derived from information available at the lease commencement date, in
determining the present value of lease payments. For our Hospital Operations and other
Conifer segments, we estimate our incremental borrowing rates for our portfolio of leases
using documented rates included in our recent equipment finance leases or, if applicable,
recent secured debt issuances that correspond to various lease terms. We also give
consideration to information obtained from our bankers, our secured debt fair value and
publicly available data for instruments with similar characteristics. For our Ambulatory Care
segment, we estimate an incremental borrowing rate for each center by utilizing historical
and projected financial data, estimating a hypothetical credit rating using publicly available
market data, and adjusting the market data to reflect the effects of collateralization
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Our operating leases are primarily for real estate, including off-campus outpatient facilities, medical
office buildings, and corporate and other administrative offices, as well as medical and office
equipment. Our finance leases are primarily for medical equipment and information technology and
telecommunications assets. Our real estate lease agreements typically have initial terms of five to 10
years, and our equipment lease agreements typically have initial terms of three years. We do not
record leases with an initial term of 12 months or less (“short-term leases”) in our consolidated
balance sheets.

Our real estate leases may include one or more options to renew, with renewals that can extend the
lease term from five to 10 years. The exercise of lease renewal options is at our sole discretion. In
general, we do not consider renewal options to be reasonably likely to be exercised, therefore
renewal options are generally not recognized as part of our right-of-use assets and lease liabilities.
Certain leases also include options to purchase the leased property. The useful life of assets and
leasehold improvements are limited by the expected lease term, unless there is a transfer of title or
purchase option reasonably certain of exercise. The majority of our medical equipment leases have
terms of three years with a bargain purchase option that is reasonably certain of exercise, so these
assets are depreciated over their useful life, typically ranging from five to seven years. Similarly, some
of our leases of information technology and telecommunications assets include a transfer of title and,
therefore, have useful lives of 15 years
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Certain of our lease agreements for real estate include payments based on actual common
area maintenance expenses and others include rental payments adjusted periodically for
inflation. These variable lease payments are recognized in other operating expenses, net,
but are not included in the right-of-use asset or liability balances. Our lease agreements do
not contain any material residual value guarantees, restrictions or covenants.

We have elected the practical expedient that allows lessees to choose to not separate lease
and non-lease components by class of underlying asset and are applying this expedient to
all relevant asset classes. We have also elected the practical expedient package to not
reassess at adoption (i) expired or existing contracts as to whether they are or contain a
lease, (ii) the lease classification of any existing leases, or (iii) initial indirect costs for
existing leases.
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Transition

83



▪ Modified retrospective approach

▪ Currently applied as of beginning of earliest period presented

▪ ASU No. 2018-11 allows entities to apply Topic 842 as of effective date, 
which would result in less effort to adopt

▪ Topic 842 provides detailed guidance

▪ Effective as follows:

▪ Public entities – Fiscal years beginning after December 15, 2018, 
including interim reporting during that year

▪ Non-public entities – Fiscal years beginning after December 15, 2021

▪ Early application is permitted:

▪ Lessors should consider adopting with ASC Topic 606
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▪ Practical expedients available – Must adopt all three:

▪ No reassessment for embedded leases

▪ No reassessment for lease classification

▪ No reassessment of accounting for initial direct costs

▪ Can use hindsight in determining lease term when considering options, 
termination, and impairment
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▪ Existing operating lease to operating lease under Topic 842:

▪ Recognize a ROU asset and lease liability at the later of lease 
commencement or the beginning of the earliest period presented

▪ Liability measured as follows:

▪ Remaining minimum lease payments, per Topic 840; plus

▪ Discounted amounts lessee expects to pay under residual value 
guarantee

▪ ROU asset measured as follows:

▪ Lease liability, adjusted for impairment, prepaid or accrued rent, lease 
incentives, IDC that would be capitalized under Topic 842, and any 
disposal cost obligations recognized under Topic 420

▪ Write off to equity any IDC not eligible for capitalization under Topic 842

▪ Account for modifications after the effective date using Topic 842
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▪ Existing capital lease to finance lease under Topic 842:

▪ Recognize ROU asset and liability as per Topic 840 at earlier of the 
beginning of the earliest comparative period or lease commencement

▪ Include IDC not capitalized under Topic 840 in ROU asset; otherwise, 
write off to equity

▪ Before effective date, measure asset and liability in accordance with 
Topic 840

▪ At effective date, measure asset and liability in accordance with Topic 
842

▪ Beginning at the effective date, modifications should be accounted for 
under the guidance of Topic 842
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▪ Discount rate is determined at the application date

▪ Date of application of Topic 842

▪ Will differ based on elected transition approach

▪ Same discount rate options exist as when originally recording a lease 
under Topic 842

▪ Use rate inherent in the lease, if known

▪ Use incremental borrowing rate, if not known

▪ May use rate for original term or remaining term of the lease, at 
transition

▪ Approach should be consistently applied

▪ Non-public business entities can use the risk-free rate
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Chapter 4:
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▪ Two primary responsibilities:

▪ To determine whether exceptions or modifications to existing non-governmental 
U.S. GAAP are required to address the needs of users of private company 
financial statements; and

▪ To serve as the primary advisory body to the FASB on the appropriate 
treatment for private companies for items under active consideration on the 
FASB’s technical agenda

▪ The PCC has completed this first responsibility and is now generally serving in a 
consulting and advisory role to the FASB as the FASB progresses on its technical 
agenda

▪ Influence of PCC seen in recently issued FASBs on consolidation, etc.
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▪ Between 9–12 members, including a Chairman

▪ Appointed by FAF Board of Trustees

▪ Represent broad constituencies:

▪ Financial statement users

▪ Financial statement preparers

▪ Accounting practitioners
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▪ Identifiable Intangible Assets and Subsequent Accounting for Goodwill project

▪ Profits Interests and Their Interrelationship with Partnership Accounting project

▪ FASB’s Agenda consultation

▪ Joint venture formation accounting

▪ Implementation Issues related to ASC 606 and 842

▪ Share-based Payments (ASC 718) disclosure review
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▪ 20 active projects as of June 30, 2022:

▪ Framework Projects (2)

▪ Recognition and Measurement: Narrow Projects (12)

▪ Presentation and Disclosure Projects (6)

▪ Details available at FASB.org
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▪ Consist of updating FASB Concepts Statements

▪ 2 current projects:

▪ Measurement Framework

▪ Focus on agreement on key terms and approaches

▪ Project in initial deliberations

▪ The reporting entity

▪ Two updates to the Concepts Statements were issued in December 2021

▪ Presentation Framework

▪ Elements Framework

94

Disclosure framework project is completed, with two ASUs issued and 

three more proposed



▪ Recognition Projects – Narrow (12):

▪ Codification improvements

▪ Digital assets

▪ Financial instruments and hedging

▪ Reference rate reform

▪ Presentation and Disclosure Projects (6)

▪ Disclosure framework updates

▪ Supplier finance program obligations

▪ Disaggregation of performance information
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You Mean There Are More Options Than 

Just U.S. GAAP?
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• “Special purpose framework” – Old “OCBOA”

- Cash basis

- Tax basis (also referred to as income tax basis)

- Regulatory basis

- Contractual basis

- Other basis
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• GAAP has become increasingly complex and not cost beneficial for private 

companies.

• Many of these private companies are small and medium sized entities that report to 

a narrow group of users.  Those users typically have access to company 

management and additional financial information beyond what the financial 

statements provide.

• Many of these smaller entities maintain their records on a cash or tax basis.

• Accounting personnel at these companies can more easily understand the concepts 

of these special purpose frameworks.

• Many users of smaller entity financial statements find these frameworks to be more 

understandable than GAAP based financial statements.
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• The entity’s creditors do not need or require financial statements prepared in 

accordance with GAAP.

• The owners are closely involved in the day-to-day operations of the business and 

have a good “finger on the pulse” of the entity’s financial position.

• The owners are primarily interested in cash flow (for consideration of distributing 

cash-basis earnings through salaries, bonuses, retirement plan contributions).

• Owners are primarily interested in the tax implications of transactions.

• A word of caution would be that a SPF might not be appropriate if the entity will 

soon be required to issue GAAP-based financial statements.
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• Professional services

• Retail services

• Medical 

• Real estate

• Construction

• Not-for-profit

• Agricultural/farming

• Trusts

• Student activity funds

• Any others that do not require GAAP based financial statements.
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While U.S. GAAP includes pages of authoritative guidance, including implementation guidance, 

interpretations, etc., that is not the case for special purpose frameworks.  The primary sources of 

guidance are:

- AU-C 210, Terms of Engagement, which require auditors to determine the acceptability of 

the financial reporting framework

- AU-C 800, Special Considerations—Audits of Financial Statements Prepared in Accordance 

with Special Purpose Frameworks, which is the primary auditing resource 

- SSARS 21, Statements on Standards for Accounting and Review Services:  Clarification 

and Recodification, which is the primary review resource
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As you can see, the guidance deals with how practitioners should approach an engagement 

under a special purpose framework opposed to providing guidance on how transactions 

should be accounted for in accordance with a special purpose framework.  This is due to the 

lack of authoritative guidance on either the tax or cash basis of accounting.

Practice aids can be helpful and are suggested when preparing special purpose financial 

statements.  The AICPA and other organizations  have produced practice aids.  It is 

recommended that a high-quality practice aid is used to assist in ensuring the framework is 

being applied appropriately.  

AICPA – FRF for SMEs™ does include a framework that is 206 pages that includes 31 

separate chapters of materials.  It does not have official or authoritative status.

102



• Most widely used SPFs:

- “Pure” cash; modified cash; and income tax basis

• AICPA developed another SPF – FRF for SMEs™

- Financial Reporting Framework for Small- and Medium-Sized Entities
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• Simplest SPF – Basically just a checkbook

• Only transactions that actually increase or decrease cash are included in the 

financial statements

• Cash receipts are revenue and cash disbursements are expenses

• Smaller, less complex organizations:

- Mom and pop retail stores

- Home-based startups

- Many sole proprietorships
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When applying the pure cash basis of accounting, transactions are recognized 

based on the timing of cash receipts and disbursements.  That means, 

- revenues are recognized only when cash is received rather than when 

earned.

- expenses are recognized only when cash is paid rather than when an 

obligation is incurred.

- Purchased “assets” are not capitalized bur are recorded as a disbursement 

so there is no amortization or depreciation.

- Neither prepaids or accruals are recorded.
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Cash basis in this form is not widely used but may be appropriate whenever the 

entity 

- has a limited number of financial statement users.

- is interested primarily in sources and uses of cash.

- does not have significant debt, capital assets or other items typically 

recognized in accordance with the accrual basis.

- has relatively simple operations and/or is engaged in one primary activity.
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When applying the cash‐basis of accounting, because the only assets of the 

entity would be cash and cash equivalents and there would be no liabilities, 

a balance sheet equivalent is often not presented. The income statement 

equivalent would report cash receipts and disbursements and other changes 

in cash and cash equivalents and disclose any restrictions on ending cash 

and cash equivalents.

Any departure from this presentation requires evaluation regarding whether 

they are appropriate modifications of the cash-basis of accounting.  We will 

cover the modified cash basis next.
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Defined in the Statement on Standards for Accounting and Review Services (SSARS) as “a 

basis of accounting that the entity uses to record cash receipts and disbursements and 

modifications to the cash basis having substantial support”.  A modification to the cash 

basis is considered to have substantial support if it is equivalent to GAAP and is not 

illogical.

Determining what is illogical requires judgment.  A balance sheet that includes accrued 

receivables but not accrued payables is illogical.  That makes the financials appear to be 

stronger than it is.  It does not make sense to accrue an asset and not accrue a liability.

A modification to the cash basis to report capital assets should involve the recording and 

depreciating only those capital assets that result from cash transactions or events.  

An easy way to think about whether a modification is appropriate is to consider whether the 

transaction would have been recorded if the entity was preparing pure cash basis and cash 

is part of the journal entry.
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Modifications to the cash‐basis of accounting generally result when cash receipts or cash 

disbursements provide a benefit or an obligation that covers multiple reporting periods.  

Preparers may conclude that financial statement users would be misled of cash purchases 

of capital assets are recorded as disbursements or expenditures in the period in which 

assets are purchased.  Instead, the preparer may elect to modify the cash basis to record 

the asset on the balance sheet equivalent and depreciate it over the estimated useful life of 

the asset.  That would have substantial support and is logical and consistent.

An appropriate accounting policy should be developed when preparing modified cash basis 

financial statements.  This can be challenging to say the least.  Because there is no single 

accepted method of applying a modified cash basis of accounting, it can be seen as a “free-

for-all” proposition.  Remember that the Code of Professional Conduct tells accountants not 

to be associated with knowingly misleading financial statements.

It is important for preparers  to avoid attempting to make certain modifications to GAAP 

statements and then referring to them as modified cash basis.
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Advantages:

• Can be simpler to prepare than tax-basis

• Not affected by tax laws

• Interim financial statements are easy to prepare

Disadvantages:

• Principles are not well defined

• Not well suited for entities that have inventory or complex operations.

The opposite is true for using the tax basis.
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The tax basis is a basis of accounting that the entity uses to file its federal income 

tax or federal information return for the period covered by the financial statements.

The tax‐basis of accounting is based on the principles and rules for accounting for 

transactions under the federal income tax laws and regulations. Few new 

measurement guidelines need to be established because the method is based on 

tax laws. The tax‐basis of accounting covers a range of alternative bases, from 

cash to full accrual, depending on the nature of the taxpayer, and in some 

circumstances, the taxpayer’s elections.

The transaction recognition criteria under this framework is generally simpler than 

that of the modified cash basis of accounting.  Preparers should consider, is this 

transaction recognized on the tax return?
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Any entity that files a return with the IRS, either an income tax return or an 

information return, may prepare tax‐basis financial statements. Therefore, 

not‐for‐profit organizations, C corporations, S corporations, partnerships, limited 

liability partnerships, limited liability companies, and sole proprietors may all use the 

tax‐basis of accounting.

If you prepare a tax or information return for a client, then the tax basis is the most 

efficient way to deliver financial statements.

It is most useful for small, nonpublic entities whose financial statement users are 

interested primarily in the tax aspects of their relationship with the entity.
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The regulatory basis of accounting  is a basis of accounting that the entity uses to 

comply with the requirements or financial reporting provisions of a regulatory 

agency to whose jurisdiction the entity is subject.

Regulatory basis accounting rules and guidelines vary from one regulatory agency 

to another.

These can include licensing agencies, insurance commissions, governmental 

agencies and any other regulatory agency.  For example, the State Licensing Board 

for General Contractors formerly included the regulatory basis in the annual license 

renewal packages.
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The contractual basis of accounting is the basis of accounting that the entity uses to 

comply with an agreement between the entity and one or more third parties other 

than the auditor.

Contractual basis accounting rules and guidelines vary from one contract to 

another.
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The other basis of accounting is the basis of accounting that uses a definite 

set of logical, reasonable criteria that is applied to all material items 

appearing in the financial statements.

The most widely known is the AICPA – FRF for SMEs™ that we will cover in 

the next slides.
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• Released in June 2013 – Became available for use upon issuance

• 206 pages; includes 31 separate chapters of material:

- From basic financial statement concepts through foreign currency 

translation

• AICPA – FRF for SMEs™ largely parallels accrual method under tax basis 

of accounting

• No official or authoritative status:

- Not approved by the FASB, Private Company Council (PCC), or any 

senior technical committee of the AICPA
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• Does not define what an SME is

• Intended to be used by SMEs that do not have to prepare U.S. GAAP 

financial statements

• Users are assumed to have direct access to business owner or manager

• Not intended for entities that expect to broaden ownership interests in the 

business or take it public someday

• Not intended to be used by not-for-profits

• Unlike other SPFs, a complete set of financial statements includes a 

statement of cash flow.

117



What is required to be disclosed in financial statements prepared under a 

special purpose framework?

When special purpose financial statements contain items that are the same as, or 

similar to, those in U. S. GAAP financial statements, practitioners need to evaluate 

whether the financial statements include informative disclosures similar to those 

required by U. S. GAAP.  There should be a policy note disclosure clearly 

stipulating the primary substantive differences between U.S. GAAP and the special 

purpose framework, as well as describing the basis of accounting used within the 

financial statements.  There may not necessarily be a substantial reduction in 

disclosure requirements when compared with U.S. GAAP

.
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What about titles to SPF financial statements and reporting modifications?

AU-C 700 requires the auditor to evaluate whether the financial statements adequately 

refer to or describe the applicable financial reporting framework.  The auditor should 

evaluate whether the financial statements are suitable titled, include a summary of 

significant accounting policies, and adequately describe how the special purpose 

framework differs from U. S. GAAP.  The effects of the se difference need not be 

quantified.

For special purpose financial statements prepared in accordance with a contractual 

basis of accounting, the auditor should also evaluate whether the financial statements 

adequately describe any significant interpretations of the contract on which the financial 

statements are based.  

Both the SASs and the SSARS require an additional paragraph when reporting on 

special purpose financial statements.
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Thank You!


