DEIOitte Heads Up | Volume 32, Issue 12
’ September 30, 2025

In This Issue

Overview
Background
Main Provisions

Proposed Effective
Date and Transition

Contacts

FASB Proposes Guidance on
Measurement of Paid-in-Kind
Dividends on Equity-Classified
Preferred Stock

Overview

On September 30, 2025, the FASB issued a proposed ASU' that would amend ASC 5052

to add guidance on how an issuer should measure paid-in-kind (PIK) dividends on equity-
classified preferred stock. Under the proposed amendments, entities would be required to
measure such dividends by multiplying the PIK dividend rate by the liquidation preference of
the shares.

The proposal is limited to the measurement of PIK dividends and does not address
recognition. By providing clear guidance on how to measure PIK dividends, the Board expects
that comparability between entities will improve.

Comments on the proposed ASU are due by October 27, 2025.

Background

The proposed guidance began as a project of the Emerging Issues Task Force (EITF) on the
measurement of PIK dividends on equity-classified preferred stock. Under current GAAP, there
is no guidance on how an issuer should measure PIK dividends on such stock; accordingly,
there is diversity in practice related to the accounting for these transactions.

" FASB Proposed Accounting Standards Update (ASU), Equity (Topic 505); Initial Measurement of Paid-in-Kind Dividends on Equity-
Classified Preferred Stock.
2 FASB Accounting Standards Codification (ASC) Topic 505, Equity.


https://fasb.org/Page/Document?pdf=Proposed%20ASU%20Equity%20(Topic%20505)%20Initial%20Measurement%20of%20Paid-in-Kind%20Dividends.pdf&title=Proposed%20Accounting%20Standards%20Update,%20Equity%20(Topic%20505):%20Initial%20Measurement%20of%20Paid-in-Kind%20Dividends%20on%20Equity-Classified%20Preferred%20Stock

At its March 25, 2025, meeting, the EITF voted to recommend (1) improvements to the
accounting requirements and (2) that the FASB add a project on this issue to its technical
agenda, which the Board did on April 30, 2025.

Main Provisions

Scope
Under the proposed ASU, ASC 505-10-15 would be amended to:

« Define PIK dividends as “dividends that an issuer satisfies either by delivering to the
holder additional preferred stock with the same terms as the original preferred stock
or ... Dby increasing the original preferred stock's liquidation value.”

+ State that the proposed guidance applies to PIK dividends on preferred stock
classified as equity, including preferred stock classified as temporary equity in
accordance with the SEC staff announcement in ASC 480-10-5S99-3A.2

« Clarify that the guidance applies when the monetary value of the PIK dividends varies
on the basis of the value of the preferred stock issued (i.e., when the issuer does
not satisfy dividend obligations by issuing a variable number of shares with a fixed
monetary value).

The proposal does not provide guidance on when an entity should recognize PIK dividends.
Accordingly, the guidance in the proposed ASU would apply only after an entity has concluded
that it meets the conditions for recognition and therefore must determine how to measure
such dividends. See Section 10.3.4.2 of Deloitte’s Roadmap Distinguishing Liabilities From
Equity for guidance on dividend recognition.

Measurement

The proposed ASU would add to U.S. GAAP ASC 505-10-30-1, which would require entities to
measure PIK dividends on the basis of their “rate stated in the preferred stock agreement.”
Such agreements often specify this rate as a percentage of the liquidation preference or
stated value of the preferred stock, although these designations may vary. This liquidation
value reflects the amount owed to the holder of the preferred stock upon certain liquidation
or deemed liquidation events or upon conversion into another class of equity (e.g., common
stock).

Often, the liquidation preference is initially equal to the original issuance price of preferred
stock; however, if the preferred stock was issued at a discount, the original issuance price
may differ from the liquidation preference. An entity should evaluate the specific terms and
features of its preferred stock to determine the amount to which to apply the stated dividend
rate.

Connecting the Dots

Under current GAAP, an entity commonly assesses whether PIK dividends are
discretionary or nondiscretionary when determining its PIK dividend measurement
approach. Under the proposed ASU, there would be no distinction between the
measurement of PIK dividends that are discretionary or nondiscretionary.

> Originally issued as EITF Topic D-98, “Classification and Measurement of Redeemable Securities.”
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The examples* below explain the application of the proposed ASU in various scenarios.

An entity issues 1 million shares of convertible preferred stock with a stated liquidation preference
of $10 per share. The shares are issued for $10 per share for total proceeds of $10 million ($10 x
1 million = $10 million). Dividends accrue quarterly to the liquidation preference of the preferred
stock, whether or not declared, and must be paid in kind. The stated annual dividend rate is 6
percent of the liquidation preference (or 1.5 percent per quarter).

At the end of the first quarter, the entity recognizes total PIK dividends of 15,000 shares:
« $10 million [liquidation preference] x 1.5% [quarterly dividend rate] = $150,000.
+ $150,000 + $10 [liquidation preference per share] = 15,000 [preferred shares].

The entity would therefore recognize a PIK dividend amount of $150,000 (15,000 shares x $10 per
share liquidation preference).

Assume the same facts as in Example 1, except that in exchange for the $10 million proceeds, the
entity issued both preferred stock and equity-classified warrants. The warrants and the preferred
stock each represent freestanding financial instruments. The preferred stock is initially recorded
with a carrying value of $9 per share ($9 x 1 million = $9 million) since $1 million of proceeds was
allocated to the warrants.

In this scenario, the entity would also recognize a PIK dividend amount of $150,000 (15,000 shares
x $10 per share liquidation preference). That is, the recognition of an issuance discount on the
preferred stock does not affect the measurement of the PIK dividends as they accrue or are
declared.

Assume the same facts as in Example 1, except that dividends that are paid in kind accrue at the
rate of 8 percent of the liquidation preference (2 percent per quarter). Dividends declared and paid
in cash would be paid on the basis of a dividend rate of 6 percent of the liquidation preference (or
1.5 percent per quarter).

At the end of the first quarter, if the entity has not declared cash dividends, the entity recognizes
total PIK dividends of 20,000 shares:

« $10 million [liquidation preference] x 2.0% [quarterly PIK dividend rate] = $200,000.
+ $200,000 + $10 [liquidation preference per share] = 20,000 [preferred shares].

In this scenario, the entity would therefore recognize a PIK dividend amount of $200,000 (20,000
shares x $10 per share liquidation preference).

Proposed Effective Date and Transition

An entity would be permitted to apply the amendments on either (1) a prospective basis or

(2) a modified retrospective basis for equity-classified preferred stock instruments that are
outstanding as of the initial application date. Early adoption would be permitted for interim
and annual periods for which financial statements have not been issued or made available for
issuance. An entity adopting the amendments in an interim period would be required to adopt
them as of the beginning of the annual reporting period that includes that interim period.

The effective date will be determined after the FASB considers stakeholder feedback on the
proposed ASU.

4 Examples 1 and 2 are adapted from paragraphs 36 through 41 of the EITF's March 25, 2025, Issue Summary No. 1.

3


https://fasb.org/page/ShowPdf?path=EITF%20Issue%20Summary%20-%20Accounting%20for%20Paid-in-Kind%20Dividends%20on%20Preferred%20Stock.pdf

Contacts

Jamie Davis

Audit & Assurance
Partner

Deloitte & Touche LLP

+1 312 486 0303
jamiedavis@deloitte.com

James Christenson

Audit & Assurance

Manager

Deloitte & Touche LLP

+1 617 437-2653
jachristenson@deloitte.com

Michael Riso

Audit & Assurance
Manager

Deloitte & Touche LLP
+1 813769 6190
miriso@deloitte.com



mailto:jamiedavis%40deloitte.com?subject=
mailto:jachristenson%40deloitte.com?subject=
mailto:miriso%40deloitte.com?subject=

Dbriefs for Financial Executives

We invite you to participate in Dbriefs, Deloitte’s live webcasts that give you valuable insights into important
developments affecting your business. Topics covered in the Dbriefs for Financial Executives series include
financial reporting, tax accounting, business strategy, governance, and risk. Dbriefs also provide a convenient
and flexible way to earn CPE credit — right at your desk.

Subscriptions

To subscribe to Dbriefs, or to receive accounting publications issued by Deloitte's Accounting and Reporting
Services Department, please visit My.Deloitte.com.

The Deloitte Accounting Research Tool

The Deloitte Accounting Research Tool (DART) is a comprehensive online library of accounting and financial
disclosure literature. It contains material from the FASB, EITF, AICPA, PCAOB, and SEC, in addition to Deloitte’s
own accounting manuals and other interpretive guidance and publications.

Updated every business day, DART has an intuitive design and powerful search features that enable users to
quickly locate information anytime, from any device and any browser. Users can also work seamlessly between
their desktop and mobile device by downloading the DART by Deloitte mobile app from the App Store or
Google Play. While much of the content on DART is available at no cost, subscribers have access to premium
content, such as Deloitte’s FASB Accounting Standards Codification Manual. DART subscribers and others can also
subscribe to Weekly Accounting Roundup, which provides links to recent news articles, publications, and other
additions to DART. For more information, or to sign up for a free 30-day trial of premium DART content, visit
dart.deloitte.com.

Download the
DART by Deloitte Mobile App

2 Download on the [clagige]]
@& App Store ® Google Play

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.

The services described herein are illustrative in nature and are intended to demonstrate our experience
and capabilities in these areas; however, due to independence restrictions that may apply to audit clients
(including affiliates) of Deloitte & Touche LLP, we may be unable to provide certain services based on
individual facts and circumstances.

About Deloitte

Deloitte refers to one or more of Deloitte Touche Tohmatsu Limited, a UK private company limited by
guarantee ("DTTL"), its network of member firms, and their related entities. DTTL and each of its member firms
are legally separate and independent entities. DTTL (also referred to as “Deloitte Global”) does not provide
services to clients. In the United States, Deloitte refers to one or more of the US member firms of DTTL, their
related entities that operate using the “Deloitte” name in the United States and their respective affiliates.
Certain services may not be available to attest clients under the rules and regulations of public accounting.
Please see www.deloitte.com/about to learn more about our global network of member firms.

Copyright © 2025 Deloitte Development LLC. All rights reserved.


https://www.deloitte.com/about
https://apps.apple.com/us/app/dart-by-deloitte/id1644781961
https://play.google.com/store/apps/details?id=com.deloitte.mobilegateway.dart
https://www.deloitte.com/us/en/dbriefs-webcasts/upcoming-webcasts.html
https://www.deloitte.com/us/en/dbriefs-webcasts/upcoming-webcasts.html?activeFacetKey=primary-secondary-subject&activeFacetValue=Financial%20Executives
http://My.Deloitte.com
https://dart.deloitte.com/USDART/
https://dart.deloitte.com/USDART/home/help/dart-help-1/mobile-faq
http://my.deloitte.com/
http://dart.deloitte.com

