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Background

On September 25, 2015, the FASB issued ASU 2015-16" as part of its simplification initiative.? The
ASU is in response to stakeholder feedback that restating prior periods to reflect adjustments made
to provisional amounts recognized in a business combination adds cost and complexity to financial
reporting but does not significantly improve the usefulness of the information provided to users.

Because of the complexity of completing certain fair value measurements, or because an acquisition
may occur in close proximity to the acquirer’s next reporting date, the assignment of amounts to the
consideration transferred, the assets acquired, the liabilities assumed, and any noncontrolling interests
may not be complete by the acquirer’s next reporting date. In such situations, the acquirer must

report provisional amounts on the basis of best estimates of information available as of the reporting
date. Under previous guidance, when an acquirer identified an adjustment to provisional amounts
during the measurement period, the acquirer was required to revise comparative information for prior
periods, including making any change in depreciation, amortization, or other income effects recognized
in completing the initial accounting, as if the accounting for the business combination had been
completed as of the acquisition date.

Key Provisions of the ASU

Under the ASU, an acquirer must recognize adjustments to provisional amounts that are identified
during the measurement period in the reporting period in which the adjustment amounts are
determined. The effect on earnings of changes in depreciation or amortization, or other income effects
(if any) as a result of the change to the provisional amounts, calculated as if the accounting had been
completed as of the acquisition date, must be recorded in the reporting period in which the adjustment
amounts are determined rather than retrospectively.

The ASU also requires that the acquirer present separately on the face of the income statement, or
disclose in the notes, the portion of the amount recorded in current-period earnings by line item that
would have been recorded in previous reporting periods if the adjustment to the provisional amounts
had been recognized as of the acquisition date. The appendix below illustrates the application of
accounting for measurement-period adjustments under the ASU.

' FASB Accounting Standards Update No. 2015-16, Simplifying the Accounting for Measurement-Period Adjustments.
2 The FASB's simplification initiative is intended to reduce the cost and complexity of certain aspects of U.S. GAAP while improving or maintaining
the usefulness of the information reported to investors.


http://www.fasb.org/cs/ContentServer?c=Document_C&pagename=FASB%2FDocument_C%2FDocumentPage&cid=1176166411212

Editor's Note: Previously, the accounting for measurement-period adjustments was aligned
under U.S. GAAP and IFRSs. However, because of differences in reporting requirements

(i.e., quarterly reporting requirements for U.S. publicly traded entities as opposed to semiannual
reporting in certain other jurisdictions), the need to revise previously issued financial statements
to retrospectively account for adjustments to provisional amounts during the measurement period
is most likely not as prevalent under IFRSs. Consequently, because the cost of complying with
converged guidance may be greater for U.S. GAAP preparers than others, the FASB concluded
that the benefits of convergence do not justify the costs.

Effective Date and Transition

For public business entities, the ASU is effective for fiscal years beginning after December 15, 2015,
including interim periods within those fiscal years. For all other entities, the ASU is effective for fiscal
years beginning after December 15, 2016, and interim periods within fiscal years beginning after
December 15, 2017.

The ASU must be applied prospectively to adjustments to provisional amounts that occur after the
effective date. Early application is permitted for financial statements that have not been issued.

The Board decided that the only disclosures required at transition should be the nature of and reason
for the change in accounting principle. An entity should disclose that information in the first annual
period of adoption and in the interim periods within the first annual period if there is a measurement-
period adjustment during the first annual period in which the changes are effective.



Appendix

The example below was reproduced from the ASU and illustrates how entities will apply the new guidance on accounting for
measurement-period adjustments.

Example 1: Appraisal That Is Incomplete at the Reporting Date

805-10-55-27 This Example illustrates the measurement period guidance in paragraph 805-10-55-16. Acquirer acquires Target on September 30, 20X7.
Acquirer seeks an independent appraisal for an item of property, plant, and equipment acquired in the combination, and the appraisal was not complete

by the time Acquirer issued its financial statements for the year ended December 31, 20X7. In its 20X7 annual financial statements, Acquirer recognized a
provisional fair value for the asset of $30,000. At the acquisition date, the item of property, plant, and equipment had a remaining useful life of five years. Six
months after the acquisition date, Acquirer received the independent appraisal, which estimated the asset’s acquisition-date fair value as $40,000.
805-10-55-28 |In its interim financial statements for the quarter ended March 31, 20X8, Acquirer adjusts the provisional amounts recorded and the related
effects on that period’s earnings as follows:

a. The carrying amount of property, plant, and equipment as of March 31, 20X8, is increased by $9,000. That adjustment is measured as the fair value
adjustment at the acquisition date of $10,000 less the additional depreciation that would have been recognized had the asset’s fair value at the
acquisition date been recognized from that date ($1,000 for 6 months’ depreciation).

b. The carrying amount of goodwill as of March 31, 20X8, is decreased by $10,000.

¢. Depreciation expense for the period ended March 31, 20X8, is increased by $1,000 to reflect the effect on earnings as a result of the change to the
provisional amount recognized.




Subscriptions

If you wish to subscribe to Heads Up and other Deloitte accounting publications, please register at www.deloitte.com/us/
subscriptions.

Dbriefs for Financial Executives

We invite you to participate in Dbriefs, Deloitte’s webcast series that delivers practical strategies you need to stay on top of
important issues. Gain access to valuable ideas and critical information from webcasts in the “Financial Executives” series on the
following topics:

+ Business strategy and tax. + Financial reporting for taxes.  Transactions and business events.
« Driving enterprise value. + Governance, risk, and compliance.
+ Financial reporting. + Technology.

Dbriefs also provides a convenient and flexible way to earn CPE credit — right at your desk. Subscribe to Dbriefs to receive
notifications about future webcasts at www.deloitte.com/us/dbriefs.

Technical Library and US GAAP Plus

Deloitte makes available, on a subscription basis, access to its online library of accounting and financial disclosure literature. Called
Technical Library: The Deloitte Accounting Research Tool, the library includes material from the FASB, EITF, AICPA, PCAOB, IASB,
and SEC, in addition to Deloitte’s own accounting and SEC manuals and other interpretive accounting and SEC guidance.

Updated every business day, Technical Library has an intuitive design and navigation system that, together with its powerful
search features, enable users to quickly locate information anytime, from any computer. Technical Library subscribers also receive
Technically Speaking, the weekly publication that highlights recent additions to the library. For more information, including
subscription details and an online demonstration, visit www.deloitte.com/us/techlibrary.

In addition, be sure to visit US GAAP Plus, our free Web site that features accounting news, information, and publications with a
U.S. GAAP focus. It contains articles on FASB activities and updates to the FASB Accounting Standards Codification™ as well as
developments of other U.S. and international standard setters and regulators, such as the PCAOB, AICPA, SEC, IASB, and

IFRS Interpretations Committee. Check it out today!

Heads Up is prepared by members of Deloitte’s National Office as developments warrant. This publication
contains general information only and Deloitte is not, by means of this publication, rendering accounting,
business, financial, investment, legal, tax, or other professional advice or services. This publication is not a
substitute for such professional advice or services, nor should it be used as a basis for any decision or action
that may affect your business. Before making any decision or taking any action that may affect your business,
you should consult a qualified professional advisor.

Deloitte shall not be responsible for any loss sustained by any person who relies on this publication.
As used in this document, “Deloitte” means Deloitte & Touche LLP, a subsidiary of Deloitte LLP. Please see
www.deloitte.com/us/about for a detailed description of the legal structure of Deloitte LLP and its subsidiaries.

Certain services may not be available to attest clients under the rules and regulations of public accounting.

Copyright © 2015 Deloitte Development LLC. All rights reserved.
Member of Deloitte Touche Tohmatsu Limited.


http://www.deloitte.com/us/subscriptions
http://www.deloitte.com/us/subscriptions
http://www.deloitte.com/us/dbriefs
www.deloitte.com/us/dbriefs
www.deloitte.com/us/techlibrary
http://www.usgaapplus.com
http://www.deloitte.com/us/about

