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FASB to Issue Final Standard on Simplifying the
Equity Method of Accounting

November 20, 2015 — At its meeting yesterday, the FASB discussed the feedback received on its proposed Accounting Standards
Update (ASU) on simplifying the equity method of accounting. The Board directed its staff to draft a final ASU that will eliminate the
requirement that an entity retrospectively adopt the equity method if an investment qualifies for the equity method as a result of an

increase in the level of ownership interest or degree of influence.
At the meeting, the Board made the following tentative decisions:

e Issue 1: Elimination of basis difference — The FASB decided not to move forward at this time with a decision on whether to
eliminate the requirement to account for the basis difference between the cost of an investment and the underlying net
assets of the investee. The Board instructed its staff to perform further research and will continue to keep this issue on its
active agenda for further deliberation.

* Issue 2(a): Retrospective application of equity method — The FASB affirmed its decision to eliminate the retrospective
application requirement for investments that qualify for the equity method as a result of an increase in the level of ownership
interest or degree of influence. In addition, on the basis of feedback received on its exposure draft, the Board decided that
unrealized holding gains or losses in accumulated other comprehensive income related to an available-for-sale security that
becomes eligible for the equity method should be recognized in earnings as of the date on which the investment qualifies for
the equity method.

¢ Issue 2(b): Transition and transition disclosures — The guidance in the final ASU will be applied prospectively to increases
in the level of ownership interest or degree of influence occurring after the final ASU’s effective date. No transition
disclosures will be required after the entity’s adoption date.

* Issue 2(c): Effective date — For all entities, the final ASU will be effective for fiscal years beginning after December 15,
2016, including interim periods within those fiscal years.

» Issue 2(d): Early application — For all entities, the final ASU will permit early adoption upon issuance.

The FASB is expected to issue the final ASU in the first quarter of 2016.

This publication is provided as an information service by Deloitte’s National Office and may contain summaries of Deloitte’s observations at meetings or other events. Such
summaries are believed to be accurate; however, no representation can be made that it is complete or without error. 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.

Copyright © 2015 Deloitte Development LLC. All rights reserved.



