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Preface
Sect�on 408(c) of the Sarbanes-Oxley Act of 2002 requ�res the SEC staff to rev�ew every �ssuer’s d�sclosures, �nclud�ng 
f�nanc�al statements, at least once every three years. The SEC staff’s comments and reg�strants’ responses are posted on 
the SEC’s Web s�te and prov�de valuable �ns�ght �nto areas of SEC staff focus. Reg�strants can �ncorporate a rev�ew of the 
comments �nto the�r f�nanc�al report�ng process to help �mprove the�r f�nanc�al statements and d�sclosures. 

The second ed�t�on of “SEC Comment Letters on Domest�c Reg�strants: A Closer Look” prov�des extracts from frequently 
�ssued SEC staff comments, along w�th add�t�onal analys�s and l�nks to related resources. Th�s rev�sed ed�t�on reflects both 
new top�cs and new areas w�th�n ex�st�ng top�cs that the SEC staff has commented on s�nce the release of the f�rst ed�t�on 
�n January 2008. The SEC staff has cont�nued to �ssue comments on all top�cs �ncluded �n the f�rst ed�t�on, such as revenue 
recogn�t�on, bus�ness comb�nat�ons, segment report�ng, f�nanc�al �nstruments, and �mpa�rments. However, �n l�ght of the 
troubled cred�t markets, the staff has been more closely scrut�n�z�ng goodw�ll and �ntang�ble asset �mpa�rments, other-than-
temporary �mpa�rments, deferred tax valuat�on allowances, compl�ance w�th debt covenants, fa�r value, and the allowances 
for loan losses, just to name a few. (See What’s New �n the Second Ed�t�on? for a complete l�st of new, rev�sed, and 
updated top�cs, not �nclud�ng m�nor changes.)

L�ke the f�rst ed�t�on, th�s rev�sed ed�t�on �ncludes, where relevant, excerpts from and l�nks to Delo�tte’s annual Heads Up on 
the AICPA Nat�onal Conference on Current SEC and PCAOB Developments (the “Conference”) as well as other publ�cat�ons. 
At the Conference, held each December, regulators and standard setters g�ve preparers updates on recent account�ng, 
aud�t�ng, and SEC rules as well as a look �ns�de the�r areas of focus for the report�ng season ahead. A complete l�st�ng of all 
our publ�cat�ons �s ava�lable at www.delo�tte.com.

The append�xes of th�s Spec�al Report offer add�t�onal valuable �ns�ghts. For example, Append�x A g�ves a gl�mpse �nto the 
SEC staff’s rev�ew and comment letter process, Append�x B d�scusses best pract�ces for manag�ng unresolved SEC comment 
letters, and Append�x C prov�des helpful t�ps on search�ng the SEC’s database for comment letters.

Is your company a fore�gn pr�vate �ssuer? If the SEC ult�mately allows domest�c reg�strants to report under IFRSs, �s your 
company cons�der�ng f�l�ng IFRS f�nanc�al statements? If you answered yes to e�ther quest�on, you m�ght be �nterested �n our 
compan�on publ�cat�on, “SEC Comment Letters on Pr�vate Fore�gn Issuers Us�ng IFRSs: A Closer Look.” 

We hope that you f�nd the second ed�t�on of th�s Spec�al Report a valuable tool for �mprov�ng your f�nanc�al statements. We 
welcome your feedback. Please send us your thoughts and suggest�ons.

Members of the follow�ng Delo�tte teams contr�buted to th�s second ed�t�on: Account�ng Standards and Commun�cat�ons, 
SEC Serv�ces, and Account�ng Consultat�on.

 As used �n th�s document, “Delo�tte” means Delo�tte & Touche LLP, a subs�d�ary of Delo�tte LLP. Please see www.delo�tte.com/us/about for a deta�led descr�pt�on of the legal structure of 
Delo�tte LLP and �ts subs�d�ar�es.

http://www.deloitte.com/
http://www.deloitte.com/dtt/cda/doc/content/us_assur_SEC_Comment_Letters_on_Foreign_Private_Issuers_Using_IFRSs.pdf
mailto:accountingstandards@deloitte.com
http://www.deloitte.com/us/about/
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What’s New in the Second Edition?
New Topics
Cap�tal�zat�on of Costs

Debt

Loan Loss Reserves

Significantly Revised Topics 
D�sclosure Controls and Procedures and Internal Control Over F�nanc�al Report�ng

Investments

SAB Top�c 11.M (SAB 74) — D�sclosures on the Impact of Recently Issued Account�ng Pronouncements

Share-Based Payments1

Use of Experts and Consents

Updated Topics2 
Bus�ness Comb�nat�ons, Long-L�ved Assets, and Impa�rments

Cont�ngenc�es

D�scont�nued Operat�ons and Assets Held for Sale

Earn�ngs per Share

Execut�ve Compensat�on

Fa�r Value and the Turmo�l �n the Cred�t Markets

F�nanc�al Instruments

F�nanc�al Statement Class�f�cat�on 

Income Taxes and Uncerta�n Tax Pos�t�ons

Management’s D�scuss�on and Analys�s

Non-GAAP Measures

Pens�ons

Revenue Recogn�t�on

SEC Report�ng (Regulat�on S-X M�sappl�cat�on)

1 Th�s top�c �s updated only for examples of recent SEC comments.
2 Updates are located at the end of each top�c.
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Business Combinations, Long-Lived Assets, and 
Impairments
Examples of SEC Comments

• Purchase Pr�ce Allocat�ons — We note that the excess of the purchase pr�ce over the net assets acqu�red . . . resulted �n goodw�ll 
of approx�mately [$XXX m�ll�on]. In future f�l�ngs where you d�scuss a mater�al acqu�s�t�on, please �nclude a d�scuss�on of the factors 
that contr�buted to a purchase pr�ce that resulted �n recogn�t�on of a s�gn�f�cant amount of goodw�ll. Refer to paragraph 51(b) of 
SFAS 141.

• Intang�ble Assets: Customer Relat�onsh�ps — It �s unclear from your d�sclosures whether you amort�ze your customer relat�onsh�p 
�ntang�ble assets on a stra�ght-l�ne bas�s or accelerated bas�s. Please tell us and d�sclose the method used. Further, paragraph 12 
of SFAS 142 requ�res compan�es to amort�ze �dent�f�able �ntang�ble assets us�ng a method that reflects the pattern �n wh�ch the 
econom�c benef�ts of the assets w�ll be consumed. The stra�ght-l�ne method of amort�zat�on should be used �f the company cannot 
rel�ably determ�ne that pattern. We bel�eve the benef�ts from acqu�s�t�on of customer relat�onsh�ps w�th�n a large group of accounts 
tend to d�ss�pate more rap�dly �n the earl�er years after a company acqu�res the contracts. The rate of decrease of benef�ts w�ll 
slow unt�l relat�vely few customers . . . rema�n. In these s�tuat�ons, we bel�eve that an accelerated method of amort�zat�on �s the 
most appropr�ate way to allocate the cost of the customer relat�onsh�p to the per�ods that w�ll benef�t from the relat�onsh�p. The 
stra�ght-l�ne method �s appropr�ate only �f the est�mated l�fe of the �ntang�ble asset �s shortened to ensure that recogn�t�on of the 
cost of the revenues better corresponds w�th the d�str�but�on of expected revenues.

• Impa�rments — Tak�ng �nto cons�derat�on the c�rcumstances that caused you to recogn�ze an �mpa�rment charge on the . . . 
goodw�ll, tell us whether you f�rst tested your long-l�ved assets pursuant to SFAS 144. If you d�d test your long-l�ved assets for 
�mpa�rment, expla�n to us why an �mpa�rment charge was not recogn�zed. If you have not tested your long-l�ved assets for 
�mpa�rment, expla�n to us why not. Please also tell us how you group your long-l�ved assets for purposes of test�ng your long-l�ved 
assets for �mpa�rment us�ng the gu�dance of paragraphs 10–12 of SFAS 144.

Purchase Price Allocations 
The SEC staff frequently asks quest�ons about purchase pr�ce allocat�ons for bus�ness comb�nat�ons. In part�cular, the staff 
has asked reg�strants that have recorded s�gn�f�cant goodw�ll why they have not attr�buted value to spec�f�ed �ntang�ble 
assets. The SEC staff has also been rem�nd�ng reg�strants that paragraph 51(b) of Statement 1411 requ�res d�sclosure of the 
factors contr�but�ng to a purchase pr�ce that results �n the recogn�t�on of goodw�ll, espec�ally �f the goodw�ll �s s�gn�f�cant.

The SEC staff has often commented when a reg�strant �nd�cates �n a f�l�ng or press release that an �ntang�ble asset was 
acqu�red but the asset was not recorded �n the purchase pr�ce allocat�on. For example, reg�strants that d�sclosed �n the�r 
Management’s D�scuss�on and Analys�s (MD&A) that they acqu�red contracts w�th customers �n a bus�ness comb�nat�on, but 
that they d�d not recogn�ze a customer-related �ntang�ble asset, have been asked why not. 

In add�t�on, the SEC staff often asks deta�led quest�ons about mater�al rev�s�ons to an �n�t�al purchase pr�ce allocat�on. For 
example, the staff has asked what s�gn�f�cant assumpt�ons have changed that support a rev�s�on to the value of �ntang�ble 
assets. 

Intangible Assets — Customer Relationships
Another area the SEC staff has addressed �s the account�ng for customer relat�onsh�ps. The staff has asked reg�strants 
to just�fy “long” useful l�ves for customer relat�onsh�ps, somet�mes ask�ng for an analys�s of customer attr�t�on rates both 
before and after the acqu�s�t�on. For example, a reg�strant may be asked to substant�ate a useful l�fe that exceeds f�ve to 
ten years. The staff has also �ssued comments about the use of stra�ght-l�ne versus accelerated amort�zat�on methods. 
Paragraph 12 of Statement 142 requ�res ent�t�es to amort�ze �dent�f�able �ntang�ble assets by us�ng a method based on the 
pattern �n wh�ch the econom�c benef�ts of the assets are consumed and proh�b�ts default�ng to the use of the stra�ght-l�ne 

1 Throughout th�s publ�cat�on, the short forms of the standards are used. For the full t�tles, see Append�x E.
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method unless the pattern cannot be determ�ned. Consequently, the SEC staff has challenged reg�strants that use the 
stra�ght-l�ne method, even when useful l�ves are short. The staff has requested such reg�strants to support assert�ons about 
the�r �nab�l�ty to determ�ne the pattern �n wh�ch the econom�c benef�ts of the assets are consumed. The staff’s comments 
�nd�cate that acqu�red customer relat�onsh�ps tend to benef�t a reg�strant the most �n the years �mmed�ately after acqu�s�t�on 
and that �t �s more appropr�ate to amort�ze these assets on an accelerated bas�s.

Statements 141(R) and 160 
In December 2007, the FASB �ssued Statements No. 141(R), Bus�ness Comb�nat�ons, and No. 160, Noncontroll�ng 
Interests �n Consol�dated F�nanc�al Statements. Statements 141(R) and 160 are effect�ve for annual per�ods beg�nn�ng after 
December 15, 2008. Statement 141(R) elevates the role played by fa�r value and dramat�cally changes the account�ng 
for bus�ness comb�nat�ons. An ent�ty �s requ�red to prov�de SAB 74 d�sclosures about the effects of these recently �ssued 
account�ng pronouncements before the adopt�on date. 

Impairments
In a report on restatements,2 the Center for Aud�t Qual�ty �nd�cated that approx�mately 10 percent of the 1,876 
restatements dur�ng 2006 related to property, plant, and equ�pment �mpa�rments or to �ntang�ble asset �mpa�rments. 
Although Statements 142 and 144 have been around s�nce 2001, they cont�nue to be an area of focus for both the SEC 
and the PCAOB. The SEC staff may request a reg�strant that �s record�ng �mpa�rment charges to e�ther d�sclose or �nform the 
staff about the follow�ng:

The adequacy and frequency of the reg�strant’s asset �mpa�rment tests.

The factors, �nd�cators, or both, used by management to evaluate whether the carry�ng value of goodw�ll or other 
long-l�ved assets may not be recoverable.

The methods and assumpt�ons used �n �mpa�rment tests.

A sens�t�v�ty analys�s that shows how fa�r value would fluctuate on the bas�s of hypothet�cal changes �n assumpt�ons. 

The t�m�ng of the �mpa�rment, espec�ally �f events that could result �n �mpa�rments occurred �n per�ods before the 
reg�strant recorded the �mpa�rment. Under these c�rcumstances, the SEC staff may ask reg�strants to just�fy why the 
�mpa�rment was not recorded �n the prev�ous per�od.

How many report�ng un�ts the reg�strant has and whether any have decl�n�ng fa�r values.

The types of events that could result �n �mpa�rments.

Comprehens�ve d�sclosure �n the cr�t�cal account�ng pol�c�es sect�on of MD&A regard�ng the reg�strant’s process for 
assess�ng �mpa�rments.

The facts and c�rcumstances lead�ng to �mpa�rments, along w�th a rem�nder that a reg�strant may be requ�red 
to d�sclose �n MD&A r�sks and uncerta�nt�es assoc�ated w�th the recoverab�l�ty of assets �n the per�ods before an 
�mpa�rment �s recorded.

The SEC staff also frequently asks quest�ons about how a reg�strant groups assets for �mpa�rment tests, espec�ally when 
the reg�strant’s d�sclosure �s not clear that goodw�ll �s tested at the report�ng-un�t level or that long-l�ved assets are tested 
for �mpa�rment at the asset-group level. Further, the staff encourages reg�strants to d�sclose (1) how report�ng un�ts are 
�dent�f�ed, (2) the allocat�on of goodw�ll to report�ng un�ts, and (3) whether there have been any relevant changes �n the 
cr�t�cal account�ng pol�c�es sect�on of MD&A.

•

•

•

•

•

•

•

•

•

2 Center for Aud�t Qual�ty Report, “Offsett�ng Fluctuat�ons Cause 2006 F�nanc�al Statement Restatement Increase of 17%; Non-Accelerated F�ler Restatements R�se by 25%; Accelerated 
F�ler Restatements Decl�ne by 8%.”
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Asset Grouping for Testing Long-Lived Assets for Impairment
Statement 144 def�nes an asset group as the “lowest level for wh�ch �dent�f�able cash flows are largely �ndependent of 
the cash flows of other assets and l�ab�l�t�es.” The SEC staff has frequently �ssued comments to reg�strants that have tested 
long-l�ved assets at an operat�ng-segment, a reportable-segment, or a report�ng-un�t level, s�nce there are often �dent�f�able 
cash flows below such a level. Reg�strants should beg�n at the lowest level of cash flows �n the organ�zat�on and should 
group assets at a h�gher level only �f �t �s appropr�ate to do so. In determ�n�ng whether to group assets at a h�gher level, 
reg�strants should cons�der the follow�ng factors: (1) the ex�stence of shared costs, (2) the �nterdependence of assets, and 
(3) the extent to wh�ch purchases are made on a comb�ned bas�s.

Asset Grouping for Testing Goodwill for Impairment
Statement 142 �nd�cates that goodw�ll should be tested for �mpa�rment at the report�ng-un�t level. A report�ng un�t �s 
def�ned as (1) an operat�ng segment (as def�ned �n Statement 131) or (2) “one level below an operat�ng segment (referred 
to as a component).” A component �s a report�ng un�t �f �t “const�tutes a business [footnote om�tted] for wh�ch discrete 
financial information �s ava�lable and segment management [footnote omitted] regularly reviews the operating 
results of that component”3 (emphas�s added). Paragraph 10 of Statement 131 and Quest�ons 3 and 4 of the related 
FASB staff �mplementat�on gu�de d�scuss “d�screte f�nanc�al �nformat�on,” and paragraph 14 of Statement 131 def�nes 
“segment management.” Paragraph 30 of Statement 142 states that when determ�n�ng report�ng un�ts, a reg�strant must 
aggregate two or more components of an operat�ng segment �nto a s�ngle report�ng un�t �f they share s�m�lar econom�c 
character�st�cs. When determ�n�ng whether two or more report�ng un�ts have s�m�lar econom�c character�st�cs, the reg�strant 
should apply the gu�dance �n EITF Top�c D-101 and paragraph 17 of Statement 131. The SEC’s Current Account�ng and 
D�sclosure Issues �n the D�v�s�on of Corporat�on F�nance (as updated November 30, 2006) conta�ns add�t�onal �nformat�on 
on aggregat�ng the components of an operat�ng segment: 

Wh�le the components of an operat�ng segment may be aggregated for the purposes of goodw�ll �mpa�rment test�ng and cons�dered 
a s�ngle report�ng un�t �f the components have s�m�lar econom�c character�st�cs, �t �s not perm�ss�ble to aggregate separate operat�ng 
segments �nto one report�ng un�t. At a m�n�mum, each operat�ng segment �s a report�ng un�t under SFAS 142 that should be tested 
separately. Add�t�onally, reg�strants should not aggregate components from d�fferent operat�ng segments that share s�m�lar econom�c 
character�st�cs �nto a s�ngle report�ng un�t.

SEC Staff Remarks at the AICPA Conference
SEC staff members frequently prov�de �ns�ghts on bus�ness comb�nat�ons and �mpa�rments at the AICPA Conference. See 
Delo�tte’s Heads Up on the 2007 Conference for summar�es of SEC staff comments on the use of a replacement cost 
approach for valu�ng �ntang�ble assets and determ�n�ng the acqu�rer �n a bus�ness comb�nat�on.

3 Statement 141(R) �s effect�ve for bus�ness comb�nat�ons whose acqu�s�t�on date �s on or after the beg�nn�ng of the first annual report�ng per�od beg�nn�ng on or after December 15, 
2008. After the effect�ve date of Statement 141(R), see paragraphs A4–A9 for the defin�t�on of a bus�ness for U.S. GAAP purposes. Before the effect�ve date of Statement 141(R), see 
Issue 98-3 for th�s defin�t�on. Because Statement 141(R) broadens the defin�t�on of a bus�ness, a component that d�d not qual�fy as a report�ng un�t before the Statement’s effect�ve 
date may qual�fy after �ts effect�ve date. Upon the effect�ve date of Statement 141(R), an ent�ty should �mmed�ately cons�der whether add�t�onal components of an operat�ng segment 
(�.e., report�ng un�ts) ex�st, even though the Statement’s trans�t�on prov�s�ons do not expl�c�tly state to do so. If the ent�ty �dent�fies a new report�ng un�t or un�ts, �t must reass�gn �ts 
prev�ously recorded goodw�ll to these un�ts �n accordance w�th paragraph 36 of Statement 142. On th�s same date, the ent�ty should also cons�der assess�ng whether the relat�ve fa�r 
value of each report�ng un�t (used to reallocate goodw�ll) �s greater or less than the carry�ng amount of the affected report�ng un�ts. That �s, the ent�ty should evaluate whether the 
report�ng un�t �s �mpa�red and whether �t must perform step 2 of the goodw�ll �mpa�rment test.

http://www.sec.gov/divisions/corpfin/cfacctdisclosureissues.pdf
http://www.sec.gov/divisions/corpfin/cfacctdisclosureissues.pdf
http://www.deloitte.com/us/HeadsUp20Dec07
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2008 Update
Examples of Recent SEC Comments

• Impa�rments — Th�s decl�ne �n the Company’s market cap�tal�zat�on, coupled w�th decl�nes �n var�ous categor�es of the Company’s 
revenues . . . may be �nd�cat�ve of a potent�al �mpa�rment of the Company’s recorded �nvestment �n �ts �ntang�ble assets and 
goodw�ll. Based on the gu�dance �n SFAS 142, and �n l�ght of the fact that the Company’s market cap�tal�zat�on has been stead�ly 
decl�n�ng . . . adv�se us what cons�derat�on was g�ven to recogn�z�ng an �mpa�rment of the Company’s recorded �nvestment 
�n goodw�ll and other �ntang�ble assets. As part of your response, spec�f�cally address the reasons you bel�eve these �ntang�ble 
assets are more valuable than the market’s valuat�on of the ent�re company as a whole, and prov�de us w�th a deta�led analys�s of 
s�gn�f�cant assumpt�ons �nvolved. 

• Impa�rments — There �s a concern that �nvestors may have been surpr�sed by th�s $[XX] m�ll�on �mpa�rment charge . . . . Item 303 
of Regulat�on S-K requ�re[s] MD&A d�sclosure of mater�al uncerta�nt�es unless management has concluded that the uncerta�nty �s 
not reasonably l�kely to mater�ally �mpact future operat�ng results. Potent�al asset wr�te-offs are, �nherently, uncerta�nt�es over the 
recoverab�l�ty of recorded assets and may requ�re spec�f�c d�sclosure pr�or to the per�od of the �mpa�rment charge. See the gu�dance 
�n Sect�ons 501.02 and 501.12.b.3 of the F�nanc�al Report�ng Cod�f�cat�on, as well as �n SAB Top�c 5:P.4. Also, Sect�on 216 of 
the F�nanc�al Report�ng Cod�f�cat�on states that “reg�strants have an obl�gat�on to forewarn publ�c �nvestors of the deter�orat�ng 
cond�t�ons wh�ch, unless reversed, may result �n a subsequent wr�te-off. Th�s �ncludes an obl�gat�on to prov�de �nformat�on 
regard�ng the magn�tude of exposure to loss.” . . . Therefore, please clar�fy for us why there was no spec�f�c, pr�or d�sclosure 
regard�ng a mater�al uncerta�nty over the recoverab�l�ty of the . . . asset. Descr�be the spec�f�c factors cons�dered by management �n 
assess�ng the l�kel�hood of future �mpa�rments.

• Cont�ngent Cons�derat�on — We note . . . that �n connect�on w�th certa�n recent acqu�s�t�ons, the company may be obl�gated 
to pay add�t�onal cons�derat�on �f certa�n earn�ngs object�ves are ach�eved. We also note . . . that dur�ng 2007 and 2006, the 
company pa�d $[XX] m�ll�on and $[XX] m�ll�on, respect�vely, of add�t�onal purchase pr�ce cons�derat�on for acqu�s�t�ons completed �n 
pr�or years and the accrued add�t�onal purchase cons�derat�on was recorded as goodw�ll. Please tell us and rev�se the notes to your 
f�nanc�al statements �n future f�l�ngs to expla�n �n further deta�l the nature and terms of the cond�t�ons wh�ch must occur for th�s 
cont�ngent cons�derat�on to become payable. As part of your response, please spec�f�cally address whether any of these payments 
are or were cont�ngent upon the former shareholders of the acqu�red ent�t�es rema�n�ng employed w�th the company. Your 
response should also expla�n �n further deta�l why you bel�eve �t �s appropr�ate to account for the accruals and payments made as 
part of the purchase pr�ce for the acqu�s�t�ons rather than as compensat�on expense. Refer to the gu�dance outl�ned �n paragraphs 
25 through 34 of SFAS No. 141 and EITF 95-8.

Impairments
The SEC staff has been quest�on�ng whether decl�nes �n a reg�strant’s revenues or market cap�tal�zat�on �nd�cate 
�mpa�rments �n recorded �ntang�ble assets and goodw�ll, espec�ally �f market cap�tal�zat�on decl�nes below book value. The 
SEC staff has also been ask�ng reg�strants to expand the�r d�sclosures �n the follow�ng areas:

The�r pol�c�es for �mpa�rment test�ng. 

The organ�zat�on of the�r report�ng un�ts. 

The methods and s�gn�f�cant assumpt�ons used �n the �mpa�rment analys�s, �nclud�ng the methods used to est�mate the 
fa�r value of report�ng un�ts. 

The results of the most recently completed �mpa�rment tests. 

At the 2008 AICPA Conference, Mr. Robert Fox III, a profess�onal account�ng fellow �n the SEC’s Off�ce of the Ch�ef 
Accountant, acknowledged that g�ven the recent market decl�ne, the SEC staff �s expect�ng to see “more goodw�ll 
�mpa�rments than �n pr�or years.” He also ra�sed several po�nts about goodw�ll �mpa�rment. For example, he remarked that 
the market cap�tal�zat�on of a reg�strant may not fully reflect the aggregate fa�r values of all the reg�strant’s report�ng un�ts. 
Mr. Fox po�nted to paragraph 23 of Statement 142, not�ng that “an ent�ty m�ght der�ve ‘substant�al value’ from the ab�l�ty 
to obta�n control.” Accord�ngly, th�s control prem�um may cause the fa�r value of all the reg�strant’s report�ng un�ts to 

•

•

•

•
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exceed the reg�strant’s market cap�tal�zat�on. He also �nd�cated that wh�le �t would be “prudent” for an ent�ty to reconc�le 
the aggregate fa�r value of �ts report�ng un�ts to �ts market cap�tal�zat�on, an ent�ty should also cons�der other factors when 
assess�ng goodw�ll for �mpa�rment.

Also at the 2008 AICPA Conference, Mr. Steven Jacobs, assoc�ate ch�ef accountant �n the SEC’s D�v�s�on of Corporat�on 
F�nance, shared h�s perspect�ve on goodw�ll �mpa�rment �n the current econom�c env�ronment, a top�c that the D�v�s�on has 
focused on recently. He suggested that ent�t�es cons�der the follow�ng �nd�cators or “tr�gger�ng events” �n add�t�on to those 
�n paragraph 28 of Statement 142:

Cash or operat�ng losses at the report�ng un�t.

Consecut�ve operat�ng results that are s�gn�f�cantly lower than analysts’ or �nternal forecasts.

S�gn�f�cant rev�s�ons to �nternal or external forecasts.

A new restructur�ng plan (an ent�ty should also cons�der whether th�s const�tutes a reorgan�zat�on of �ts report�ng 
structure and whether a reallocat�on of goodw�ll �s requ�red).

Market cap�tal�zat�on that �s below book value.

A negat�ve long-term outlook for the �ndustry �n wh�ch the report�ng un�t operates.

An �ncrease �n deferred tax valuat�on allowances at the report�ng un�t, wh�ch could ar�se from a reduct�on �n the 
report�ng un�t’s projected taxable �ncome.

Mr. Jacobs noted that the SEC staff often asks ent�t�es how they have evaluated �nstances �n wh�ch market cap�tal�zat�on 
�s less than book value. He �nd�cated that an ent�ty should cons�der whether a decl�ne �n �ts market cap�tal�zat�on (1) al�gns 
w�th comparat�ve market �nd�ces result�ng from general market movements or (2) �s related to ent�ty-spec�f�c events or 
�nd�cators that lead to a tr�gger�ng event. He stressed that as the sever�ty and durat�on of a def�c�ency �ncrease, the SEC 
staff becomes more skept�cal of an ent�ty’s assert�on that a tr�gger�ng event has not occurred. (For add�t�onal �nformat�on, 
see Delo�tte’s Heads Up on the 2008 AICPA Conference.) 

The SEC staff has also been comment�ng that poss�ble asset wr�te-offs may requ�re d�sclosure �n f�l�ngs before the per�od 
of the �mpa�rment charge. Mr. Jacobs urged ent�t�es to prov�de early-warn�ng d�sclosures �n MD&A (see Item 303(a)(3)(��) of 
Regulat�on S-K) and �n the notes to the f�nanc�al statements (see SOP 94-6) when any of the follow�ng occur:

The ent�ty tr�ggers an �nter�m goodw�ll �mpa�rment test and narrowly passes step 1.

The ent�ty fa�ls step 1 but the appl�cat�on of step 2 does not result �n an �mpa�rment.

The ent�ty has not tr�ggered an �nter�m goodw�ll �mpa�rment test, but events that are reasonably l�kely to occur �n the 
near future may tr�gger such a test.

In add�t�on, Sect�on 216 of the F�nanc�al Report�ng Cod�f�cat�on requ�res reg�strants to forewarn �nvestors about 
deter�orat�ng cond�t�ons that may result �n wr�te-offs and about the magn�tude of the potent�al loss.

Contingent Consideration
The SEC staff often asks reg�strants to prov�de add�t�onal d�sclosures about the nature and terms of cont�ngent 
cons�derat�on arrangements and the cond�t�ons that must occur for the arrangement to become payable. Statement 141(R) 
w�ll change the way a reg�strant accounts for cont�ngent cons�derat�on. Under Statement 141, cont�ngent cons�derat�on 
�s generally not recogn�zed unt�l the cont�ngency �s resolved and the cons�derat�on becomes �ssuable. Statement 141(R) 

•

•

•

•

•

•

•

•

•

•

http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D240086%2C00.html
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w�ll requ�re that reg�strants recogn�ze cont�ngent cons�derat�on at fa�r value as of the acqu�s�t�on date. Once an ent�ty 
adopts Statement 141(R), the staff w�ll most l�kely cont�nue ask�ng for add�t�onal d�sclosure about the nature and terms 
of cont�ngent cons�derat�on arrangements. The staff w�ll also most l�kely look for d�sclosure about how the reg�strant 
determ�ned the fa�r value of the arrangement. The SEC staff has also been ask�ng that reg�strants prov�de more deta�l 
about the appropr�ateness of account�ng for the arrangement as part of the purchase pr�ce for the acqu�s�t�on rather than 
as compensat�on expense. For example, Issue 95-8 prov�des factors to cons�der �n determ�n�ng whether an arrangement 
represents compensat�on for serv�ces, use of property, or prof�t shar�ng. Issue 95-8 states that an “arrangement �n 
wh�ch the payments are automat�cally forfe�ted �f employment term�nates �s a strong �nd�cator that the arrangement 
�s compensat�on for postcomb�nat�on serv�ces.” The SEC staff has been request�ng that reg�strants spec�f�cally d�sclose 
whether any of the arrangements are cont�ngent upon the cont�nu�ng employment of the sell�ng shareholders. Issue 95-8 
was �ncorporated �nto Statement 141(R). For that reason, the SEC staff may cont�nue to ask quest�ons about whether the 
arrangement const�tutes compensat�on expense or compensat�on for serv�ces even after an ent�ty adopts Statement 141(R). 

Use of Valuation Experts
The SEC staff has been comment�ng on the use of valuat�on experts for purchase pr�ce allocat�ons and �mpa�rment test�ng. 
See the Use of Experts and Consents sect�on for the staff’s current pos�t�on on th�s top�c.

Other Deloitte Resources
• Account�ng for Bus�ness Comb�nat�ons and Related Top�cs: A Roadmap to Apply�ng FASB Statements 141(R), 142, and 160.

• F�nanc�al Report�ng Alert 08-18, “Effect of Statement 141(R) on Income Tax Account�ng.”

• November 2008 EITF Snapshot.

• December 17, 2008, Heads Up, “FASB’s Cont�ngency Plan — FASB Proposes FSP to Amend Statement 141(R)’s Gu�dance on 
Cont�ngenc�es.”

• Apr�l 29, 2008, Heads Up, “FASB Issues Gu�dance on Intang�ble Assets Subject to Renewal or Extens�on.”

• December 12, 2007 (rev�sed December 19, 2007), Heads Up, “Major Changes to Bus�ness Comb�nat�on Account�ng as FASB and 
IASB Substant�ally Converge Standards.”

• Account�ng for Bus�ness Comb�nat�ons, Goodw�ll, and Other Intang�ble Assets: A Roadmap to Apply�ng Statements 141 and 142.

http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D241215%2C00.html
http://www.deloitte.com/dtt/alert/0,1001,sid%253D109074%2526cid%253D237327,00.html
http://www.deloitte.com/dtt/newsletter/0,1012,sid%253D2002%2526cid%253D234489,00.html
http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D239841%2C00.html
http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D239841%2C00.html
http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D203829%2C00.html
http://www.deloitte.com/us/HeadsUp12Dec07
http://www.deloitte.com/us/HeadsUp12Dec07
http://www.deloitte.com/us/RoadmapFASB141_142
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Example of an SEC Comment

• Please rev�se to prov�de the d�sclosures requ�red by paragraphs 8, 9 and 10 of SFAS 5, or tell us why you bel�eve such d�sclosures 
are not requ�red. Spec�f�cally, please d�sclose the nature of accrual(s) made pursuant to paragraph 8 of SFAS 5 and �f mater�al, 
the amount of such accrual(s). If no accrual �s made because one or both of the cond�t�ons �n paragraph 8 are not met, or �f an 
exposure to loss ex�sts �n excess of the amount(s) accrued, d�sclosure of the cont�ngency shall be made when there �s at least 
a reasonable poss�b�l�ty that a loss or add�t�onal loss may have been �ncurred. The d�sclosure should prov�de an est�mate of the 
poss�ble loss or range of loss or state that such an est�mate cannot be made. 

The SEC staff and �nvestors have expressed concern about the lack of t�mely and transparent d�sclosures concern�ng 
cont�ngenc�es. In the�r v�ew, reg�strants’ �nformat�on about the nature of each cont�ngency and the amount of loss accrued 
�s often �nsuff�c�ent. Reg�strants somet�mes also fa�l to d�sclose the amount or range of poss�ble loss when no amount �s 
accrued because the loss �s only reasonably poss�ble (rather than probable). Reg�strants should ensure that d�sclosures 
about cont�ngenc�es are spec�f�c rather than gener�c.

The SEC’s Current Account�ng and D�sclosure Issues �n the D�v�s�on of Corporat�on F�nance (as updated November 30, 2006) 
states, �n part:

Reg�strants, the�r aud�tors, and the�r adv�sors have a respons�b�l�ty to cr�t�cally assess the cla�ms aga�nst the company �n order to 
�dent�fy those for wh�ch losses should be accrued and those that are not accrued because the success of the cla�m �s only reasonably 
poss�ble. D�sclosure should d�scuss the nature of the cla�m, the amount accrued, �f any, and the poss�ble range of loss for cla�ms 
where any amount w�th�n the range of reasonably poss�ble loss �s mater�al. C�rcumstances where a loss was accrued for a cla�m 
w�thout d�sclosure �n pr�or f�l�ngs of the nature of the cla�m and the range of reasonably poss�ble loss should be rare due to the 
nature of most cont�ngenc�es. A reg�strant that accrues a s�gn�f�cant loss for a cont�ngency, but whose pr�or d�sclosure of the low end 
of the range of reasonably poss�ble loss was zero w�th no loss accrued, should ensure that there �s robust d�sclosure that expla�ns 
what tr�ggered the s�gn�f�cant loss �n the per�od �n wh�ch �t was recorded. 

The follow�ng are examples of def�c�enc�es �n some reg�strants’ cont�ngency d�sclosures that the SEC has commented on:

Lack of quant�f�cat�on of amounts accrued, �f any, and poss�ble loss or range of loss (or d�sclosure about why such an 
est�mate cannot be made).

Insuff�c�ent deta�l about new developments and the�r �mpact on current and future per�ods. 

Insuff�c�ent deta�l about judgments and assumpt�ons underly�ng s�gn�f�cant accruals. 

Lack of d�sclosure about what tr�ggered a s�gn�f�cant current-per�od accrual for a cont�ngency when no loss or a 
s�gn�f�cantly lower amount was accrued �n pr�or years. 

Lack of d�sclosure about why no accrual est�mate can be made. 

Broad, general d�sclosures made �n the aggregate only. 

In add�t�on, �ncons�stent or unclear �nformat�on �n a reg�strant’s f�l�ng often tr�ggers SEC staff comments. For example, 
the SEC staff has challenged reg�strants that have (1) d�sclosed �n the�r footnotes that the outcome of a cont�ngency �s 
not expected to mater�ally affect the�r f�nanc�al statements but (2) d�sclosed �n the r�sk factors sect�on of the f�l�ng that 
the same cont�ngency’s outcome could mater�ally affect the�r f�nanc�al results. Reg�strants have been asked to expla�n th�s 
�ncons�stency and why they bel�eve that the cont�ngency’s outcome would not mater�ally affect the�r f�nanc�al results.

•

•

•

•

•

•

Contingencies

http://www.sec.gov/divisions/corpfin/cfacctdisclosureissues.pdf
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2008 Update
In June 2008, the FASB �ssued an Exposure Draft of a proposed Statement that �t bel�eves would enhance cont�ngency 
d�sclosure requ�rements by (1) expand�ng d�sclosures of the types of loss cont�ngenc�es to �nclude certa�n remote loss 
cont�ngenc�es, (2) spec�fy�ng d�sclosure of certa�n quant�tat�ve and qual�tat�ve �nformat�on, and (3) requ�r�ng a tabular 
reconc�l�at�on of changes �n amounts recogn�zed for loss cont�ngenc�es. The FASB �s address�ng �ssues ra�sed �n the many 
comment letters �t rece�ved on the Exposure Draft. The proposed Statement would be effect�ve no sooner than for f�scal 
years end�ng after December 15, 2009.

Other Deloitte Resources
• F�nanc�al Report�ng Alert 08-13, “Account�ng Cons�derat�ons for Settlement Agreements Related to Auct�on Rate Secur�t�es.”

• December 17, 2008, Heads Up, “FASB’s Cont�ngency Plan — FASB Proposes FSP to Amend Statement 141(R)’s Gu�dance on 
Cont�ngenc�es.”

• June 10, 2008, Heads Up, “FASB Proposes Expand�ng Cont�ngenc�es D�sclosure.”

http://www.fasb.org/draft/ed_contingencies.pdf
http://www.deloitte.com/dtt/alert/0,1001,sid%253D109074%2526cid%253D226674,00.html
http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D239841%2C00.html
http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D239841%2C00.html
http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D210497%2C00.html
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Debt
Examples of Recent SEC Comments

• Balance Sheet Class�f�cat�on — We note you were �n v�olat�on of your loan covenants . . . . Your d�sclosures do not �nd�cate you 
have rece�ved wa�vers from your lenders to cure the non-compl�ance. In accordance w�th SFAS 78, �t appears your long-term debt 
should be class�f�ed as a current l�ab�l�ty �n �ts ent�rety on your balance sheet. Please rev�se your balance sheet and d�sclosures 
accord�ngly, or address�ng the relevant account�ng l�terature, tell us why you bel�eve the class�f�cat�on of long-term debt �s 
appropr�ate.

• Debt-Related D�sclosures — We note that your sen�or cred�t fac�l�ty conta�ns restr�ct�ons on the payment of d�v�dends. Please 
d�sclose the pert�nent prov�s�ons of the restr�ct�ve covenants regard�ng payment of d�v�dends and the amount of reta�ned earn�ngs 
or net �ncome restr�cted or free of restr�ct�ons. Refer to Item 4-08(e)(1) of Regulat�on S-X.

• Ref�nanc�ng — Please tell us how you determ�ned the proper account�ng treatment related to your �ssuance of $[XXX] m�ll�on of 
[X]% sen�or notes . . . . Spec�f�cally, address how you determ�ned whether the term�nat�on of the [X]% jun�or subord�nated debt 
qual�f�ed as a debt ext�ngu�shment w�th a ga�n or loss on term�nat�on under EITF 96-19. Please reference any and all add�t�onal 
account�ng gu�dance used �n your analys�s.

• F�nanc�al Covenant D�sclosures — We note your d�sclosure . . . regard�ng the r�sks that your substant�al level of �ndebtedness 
places on your bus�ness. We further note your d�sclosure that you expect to take add�t�onal loans under your sen�or cred�t fac�l�ty 
to pay your expenses and the �nterest on your debt. G�ven your rel�ance on your debt ava�lab�l�ty, please rev�se future f�l�ngs to 
�nclude a d�scuss�on regard�ng any c�rcumstances that may l�m�t the level of borrow�ngs ava�lable to you under your sen�or cred�t 
fac�l�ty. In add�t�on, please �nclude a tabular presentat�on of your actual rat�os and other actual amounts versus the m�n�mum/
max�mum rat�os/amounts perm�tted under your f�nanc�al covenants for your sen�or cred�t fac�l�ty, Sen�or Subord�nated Notes, and 
Sen�or D�scount Notes. Such presentat�on w�ll allow an �nvestor to eas�ly understand your current status �n meet�ng your f�nanc�al 
covenants. Such d�sclosure should only be excluded �f you bel�eve that the l�kel�hood of default �s remote. Refer to Sect�on 501.03 
of the F�nanc�al Report�ng Cod�f�cat�on for gu�dance. 

• F�nanc�al Covenant D�sclosures — We noted your d�scuss�on regard�ng f�nanc�al covenants. . . . Please rev�se future f�l�ngs to 
d�scuss your compl�ance w�th your debt covenants.

Balance Sheet Classification
The SEC staff has frequently commented on the appropr�ate balance sheet class�f�cat�on of outstand�ng debt amounts. 
When present�ng a class�f�ed balance sheet, reg�strants must cons�der a number of account�ng standards to determ�ne 
whether outstand�ng debt should be class�f�ed as current or noncurrent. In accordance w�th Chapter 3A of ARB 43 and 
Statement 6, an ent�ty should ensure that short-term obl�gat�ons expected to be ref�nanced are class�f�ed as current 
l�ab�l�t�es, unless the ent�ty has both the �ntent to ref�nance and the ab�l�ty to consummate the ref�nanc�ng.

In add�t�on, the SEC staff has focused on whether reg�strants have cons�dered the gu�dance �n Statement 78 and Issue 86-5 
when debt arrangements �nclude prov�s�ons that result �n the debt’s be�ng due on demand (�.e., callable by the cred�tor). 
Ent�t�es should also cons�der Techn�cal Bullet�n 79-3 and Issue 95-22 when debt agreements conta�n subject�ve accelerat�on 
clauses, wh�ch accelerate the scheduled matur�t�es of the obl�gat�on �f certa�n events occur that are not object�vely 
determ�nable. 

F�nally, the SEC staff has focused on the d�sclosures requ�red when a v�olat�on of debt covenants has been wa�ved by the 
cred�tor. Regulat�on S-X, Rule 4-08(c), requ�res that the ent�ty d�sclose the amount of the obl�gat�on and the per�od of the 
wa�ver �f the cred�tor has wa�ved �ts r�ght for a stated per�od.
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Debt-Related Disclosures 
The SEC staff has �ssued a number of comment letters focus�ng on the d�sclosure requ�rements �n Regulat�on S-X, Rule 
4-08(e), for restr�ct�ons �mposed on a reg�strant’s ab�l�ty to pay d�v�dends. Typ�cally, these restr�ct�ons ar�se when loan 
agreements proh�b�t the reg�strant from pay�ng cash d�v�dends w�thout the consent of a th�rd party (�.e., the lender). In 
add�t�on, �n certa�n c�rcumstances, these restr�ct�ons ex�st at a subs�d�ary-company level such that the reg�strant’s subs�d�ary 
compan�es may not transfer amounts to the reg�strant w�thout the consent of a th�rd party. A reg�strant must d�sclose the 
nature of any restr�ct�ons on the ab�l�ty of the reg�strant or any of �ts subs�d�ar�es to pay d�v�dends and the amounts subject 
to such restr�ct�ons.

A reg�strant should also ensure that �t compl�es w�th Regulat�on S-X, Rule 5-04(c). Under Rule 5-04(c), �f, as of the end of 
the most recent f�scal year, more than 25 percent of the consol�dated net assets of the reg�strant are located at subs�d�ar�es 
that are restr�cted from transferr�ng the assets to the reg�strant, the reg�strant must prov�de stand-alone condensed f�nanc�al 
statements, �nclud�ng certa�n d�sclosures, as a separate schedule. 

Refinancing 
Over the past few years, the SEC and FASB staffs have focused on the account�ng for debt mod�f�cat�ons. At both the 2004 
and 2003 AICPA Conferences, Mr. Robert J. Comerford, a profess�onal account�ng fellow �n the SEC’s Off�ce of the Ch�ef 
Accountant, d�scussed a number of debt mod�f�cat�on �ssues, �nclud�ng the appl�cat�on of Issue 96-19 and mod�f�cat�ons 
of convert�ble debt �nstruments. In add�t�on, the EITF reached a consensus on Issue 06-6 regard�ng the evaluat�on of 
mod�f�cat�ons of convers�on features embedded �n debt �nstruments. 

In accordance w�th Issue 96-19, an �ssuer that mod�f�es a debt �nstrument must compare the present value of the or�g�nal 
debt �nstrument’s cash flows w�th the present value of the cash flows of the mod�f�ed debt. If the present value of those 
cash flows d�ffers by more than 10 percent, the mod�f�cat�on �s cons�dered s�gn�f�cant and ext�ngu�shment account�ng �s 
appl�ed to the or�g�nal debt. Further, �n accordance w�th Issue 06-6, mod�f�cat�ons to any embedded convers�on features 
should be analyzed separately when the analys�s under Issue 96-19 does not result �n a conclus�on that a s�gn�f�cant 
mod�f�cat�on has occurred.

The SEC staff’s recent comments on th�s top�c have focused on (1) the reg�strant’s conclus�on that a transact�on should be 
accounted for as a debt ext�ngu�shment under Issues 96-19 and 06-6 and (2) d�sclosures about the s�gn�f�cant components 
of the ga�ns or losses recorded on a debt ext�ngu�shment, �nclud�ng how the components were calculated. 

Financial Covenant Disclosures 
At the 2008 AICPA Conference, Mr. M�chael Fay, assoc�ate ch�ef accountant �n the SEC’s D�v�s�on of Corporat�on F�nance, 
d�scussed the �mportance of the l�qu�d�ty sect�on of MD&A as well as factors reg�strants should cons�der �n prepar�ng for 
the�r upcom�ng f�l�ngs. He referred to two �nterpret�ve releases1 that prov�de gu�dance on prepar�ng the l�qu�d�ty sect�on. 
In the l�qu�d�ty sect�on of MD&A, reg�strants frequently prov�de a one-sentence statement that they are �n compl�ance 
w�th the�r debt covenants. Mr. Fay noted that reg�strants can greatly enhance these d�sclosures by d�scuss�ng relevant 
c�rcumstances that would lead to covenant v�olat�ons �n the f�nanc�al covenant sect�on.

Spec�f�cally, Mr. Fay �nd�cated that reg�strants should cons�der �nclud�ng a statement that compl�ance �s expected �n the near 
and long term and a br�ef bas�s for th�s conclus�on. In add�t�on, he remarked that reg�strants should �dent�fy and d�scuss 
any known trends or uncerta�nt�es that may affect future compl�ance. Furthermore, Mr. Fay noted that when a breach of 
a f�nanc�al covenant �s reasonably l�kely, a reg�strant �s encouraged to d�scuss whether (1) the breach �n the debt can be 
avo�ded or cured or (2) the debt can be ref�nanced. The reg�strant should also �dent�fy any cross-default prov�s�ons and 

1 The 1989 and 2003 MD&A �nterpret�ve releases (sect�on III.C of FR-36 and sect�on IV of FR-72).

http://www.sec.gov/rules/interp/33-6835.htm
http://www.sec.gov/rules/interp/33-8350.htm
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d�scuss whether the breach w�ll cast doubt on �ts future v�ab�l�ty. Merely stat�ng that there may be a mater�al �mpact on 
l�qu�d�ty �s not �nformat�ve; the reg�strant should carefully address reasonably l�kely �mpl�cat�ons.

In add�t�on, reg�strants often state that certa�n f�nanc�al covenants l�m�t the�r ab�l�ty to �ncur add�t�onal �ndebtedness 
w�thout d�scuss�ng the potent�al effects of these l�m�tat�ons on the�r l�qu�d�ty. If �t �s reasonably l�kely that the covenant w�ll 
affect l�qu�d�ty, a reg�strant should d�scuss the amount that can be ra�sed, the amount needed, and the �mpl�cat�ons of a 
shortfall. If the reg�strant does not expect the covenant to affect l�qu�d�ty, �t may expla�n the bas�s for th�s determ�nat�on. If 
the covenant does not affect l�qu�d�ty, a reg�strant may dec�de that reference to �t �s not necessary.

In respond�ng to a quest�on ask�ng how much deta�l should be prov�ded about debt covenants, Ms. Pamela A. Long, 
ass�stant d�rector �n the SEC’s D�v�s�on of Corporat�on F�nance, �nd�cated that when reg�strants d�sclose the covenants, they 
should generally prov�de numer�cal d�sclosures of the requ�red and actual rat�os �n MD&A.
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Disclosure Controls and Procedures and Internal 
Control Over Financial Reporting 
Examples of Recent SEC Comments

Disclosure Controls and Procedures

• Inappropr�ate Conclus�on About D�sclosure Controls and Procedures — We note that you performed an evaluat�on of the 
effect�veness of the des�gn and operat�ons of your d�sclosure controls and procedures and concluded they were adequate . . . . 
[Y]ou must conclude whether your d�sclosure controls and procedures are effect�ve or �neffect�ve. Tell us how you compl�ed w�th 
such requ�rements or adv�se us. 

• Incomplete Conclus�on About D�sclosure Controls and Procedures — We note your conclus�on that “the d�sclosure controls and 
procedures were effect�ve �n prov�d�ng such reasonable assurance dur�ng the per�od covered �n these annual reports.” In future 
f�l�ngs, please rev�se to state clearly, �f true, that your d�sclosure controls and procedures are des�gned to prov�de reasonable 
assurance of ach�ev�ng the�r object�ves and that your Pr�nc�pal Execut�ve Off�cer and Pr�nc�pal F�nanc�al Off�cer concluded that your 
d�sclosure controls and procedures are effect�ve at that reasonable assurance level. In the alternat�ve, remove the reference to the 
level of assurance of your d�sclosure controls and procedures. Please refer to Sect�on II.F.4 of SEC Release No. 33-8238, ava�lable 
on our webs�te at www.sec.gov. Add�t�onally, please conf�rm to us that your conclus�on regard�ng effect�veness would not change 
had such statements been �ncluded �n th�s f�l�ng. 

• Incomplete Def�n�t�on of D�sclosure Controls and Procedures — If you choose to d�sclose the def�n�t�on of the term d�sclosure 
controls and procedures �n management’s evaluat�on, please �nclude the ent�re def�n�t�on of the term, as prov�ded �n  
Rule [240.]13a-15(e) of the Secur�t�es Exchange Act of 1934.

• Conclus�on That D�sclosure Controls and Procedures Were Effect�ve If a Mater�al Weakness Ex�sted — We note that you concluded 
that your company d�d not ma�nta�n effect�ve �nternal control over f�nanc�al report�ng . . . due to the def�c�ency �n your controls . . 
. . We note that th�s def�c�ency �n your controls resulted �n aud�t adjustments to your . . . consol�dated f�nanc�al statements. G�ven 
the �dent�f�ed “mater�al weakness” �n your controls over f�nanc�al report�ng, please tell us how your Ch�ef Execut�ve Off�cer and 
Ch�ef F�nanc�al Off�cer concluded that your d�sclosure controls and procedures were effect�ve . . . .

• Conclus�on That D�sclosure Controls and Procedures Were Effect�ve If Reports Were Not F�led �n a T�mely Manner — We note that 
you have not t�mely f�led some of your reports dur�ng the last 12 months. Please adv�se as to how you cons�dered these late f�l�ngs 
w�th respect to management’s effect�veness conclus�on about your d�sclosure controls and procedures.

• Conclus�on That D�sclosure Controls and Procedures Were Effect�ve If Management’s Report on Internal Control Over F�nanc�al 
Report�ng Has Not Been F�led — It does not appear that your management has performed �ts assessment of �nternal control over 
f�nanc�al report�ng as of [the per�od end] . . . . Please cons�der whether management’s fa�lure to perform or complete �ts report 
on �nternal control over f�nanc�al report�ng �mpacts �ts conclus�ons regard�ng the effect�veness of your d�sclosure controls and 
procedures as of the end of the f�scal year covered by the report and rev�se your d�sclosure as appropr�ate.

Internal Control Over Financial Reporting

• D�sclosure of the Framework Used to Evaluate Internal Control Over F�nanc�al Report�ng — We noted that Management’s Report 
on Internal Control over F�nanc�al Report�ng does not �nclude a statement �dent�fy�ng the framework used by management to 
evaluate the effect�veness of your �nternal control over f�nanc�al report�ng as requ�red by Item [229.]308T of Regulat�on S-K. Please 
adv�se and further amend the 10-KSB to �nclude the appropr�ate statement.

• D�sclosure of the Impact of Mater�al Weaknesses — We note that you d�sclose an �dent�f�ed mater�al weakness. It �s unclear from 
your d�sclosure what spec�f�c �mpact the mater�al weakness has on your �nternal controls over f�nanc�al report�ng. Please address 
each of the follow�ng:

o Expand your d�sclosure to address, �n greater spec�f�c�ty, the nature and causes of �dent�f�ed mater�al weaknesses, the 
affected controls and f�nanc�al report�ng funct�ons, the degree to wh�ch a mater�al weakness �s pervas�ve or �solated, and the 
�mpacted f�nanc�al statements, l�ne �tems, and d�sclosures.

o Expand your d�sclosure to �nclude deta�led and act�onable remed�at�on measures that you �ntend to undertake to address 
your def�c�enc�es.

http://www.sec.gov
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Disclosure Controls and Procedures
Reg�strants must prov�de quarterly d�scuss�on of the�r d�sclosure controls and procedures;1 the language used should 
conform to the requ�rements �n Rule 240.13a-15(e) of the Secur�t�es Exchange Act of 1934.2 The SEC staff often comments 
when reg�strants do not use the proper def�n�t�on of “d�sclosure controls and procedures” or when they om�t certa�n 
language �n draw�ng conclus�ons about d�sclosure controls and procedures. The staff frequently requ�res reg�strants to ver�fy 
that the�r d�sclosure controls and procedures are effect�ve �n the current year and to rev�se the d�sclosures �n future f�l�ngs.

Inappropriate Conclusion About Disclosure Controls and Procedures
The SEC staff has commented when reg�strants have concluded that d�sclosure controls and procedures are “adequate” 
or “adequate and effect�ve.” At the 2005 AICPA Conference, Ms. Sondra Stokes, assoc�ate ch�ef accountant �n the SEC’s 
D�v�s�on of Corporat�on F�nance, noted that management must clearly state, w�thout us�ng any qual�fy�ng or alternat�ve 
language, �ts conclus�on about whether d�sclosure controls and procedures are e�ther “effect�ve” or “�neffect�ve” as of the 
end of the respect�ve quarter. Examples of unacceptable language �nclude phrases such as “effect�ve except for,” “effect�ve 
except as d�sclosed below,” or “adequate.” 

The staff has also commented when reg�strants refer to the level of assurance of the des�gn of the�r d�sclosure controls 
and procedures. Although reg�strants are not requ�red to prov�de such a reference, the staff has requested reg�strants that 
do �nclude such a reference to also state, �f true, the�r conclus�on that the d�sclosure controls and procedures are, �n fact, 
effect�ve at the “reasonable assurance” level. 

Incomplete Definition of Disclosure Controls and Procedures
Reg�strants are not requ�red to def�ne d�sclosure controls and procedures �n the�r conclus�on. However, �f they choose to 
def�ne the term, they must �nclude the entire def�n�t�on from Rule 240.13a-15(e). 

Conclusion That Disclosure Controls and Procedures Were Effective If a Material Weakness Exists
Also at the 2005 AICPA Conference, Ms. Stokes d�scussed the overlap between d�sclosure controls and procedures and 
�nternal control over f�nanc�al report�ng (ICFR). She �nd�cated that, wh�le h�ghly unl�kely, a reg�strant could conclude that 
d�sclosure controls and procedures are effect�ve �f a mater�al weakness ex�sts �n ICFR. If management does conclude that 
d�sclosure controls and procedures are effect�ve desp�te a mater�al weakness �n ICFR, the reg�strant must d�sclose the 
spec�f�c facts that �t cons�dered and the bas�s for �ts conclus�on. 

Conclusion That Disclosure Controls and Procedures Were Effective If Reports Were Not Filed in a 
Timely Manner
The SEC staff has quest�oned management’s conclus�on that d�sclosure controls and procedures were effect�ve when a 
reg�strant has not f�led per�od�c reports �n a t�mely manner. D�sclosure controls and procedures should be des�gned to 
ensure that the �nformat�on the reg�strant must d�sclose �n the reports that �t f�les or subm�ts under the Secur�t�es Exchange 
Act of 1934 �s recorded, processed, summar�zed, and reported within the periods specified �n the Comm�ss�on’s 
rules. If the reg�strant does not report th�s �nformat�on w�th�n these per�ods, the staff may request the reg�strant to supply 
add�t�onal �nformat�on to support management’s conclus�on. 

Conclusion That Disclosure Controls and Procedures Were Effective If Management’s Report on 
Internal Control Over Financial Reporting Has Not Been Filed
The SEC staff recently �ssued comments, part�cularly to nonaccelerated f�lers, on the om�ss�on of management’s report 
on ICFR. At the 2008 AICPA Conference, Mr. Paul Besw�ck, deputy ch�ef accountant for profess�onal pract�ce �n the SEC’s 
Off�ce of the Ch�ef Accountant, stated that fa�lure to �nclude management’s report on �ts assessment of ICFR �n the f�l�ngs 

1 Pursuant to Part I — Item 4 of Form 10-Q and Part II — Item 9 of Form 10-K.
2 As requ�red by Regulat�on S-K, Item 307.
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of nonaccelerated f�lers const�tutes noncompl�ance w�th Comm�ss�on rules and ra�ses quest�ons about the accuracy of 
a conclus�on by management that �ts d�sclosure controls and procedures are effect�ve. (For add�t�onal �nformat�on, see 
Delo�tte’s Heads Up on the 2008 AICPA Conference.) The staff may ask management to cons�der whether the om�ss�on 
affects the prev�ous conclus�on on the effect�veness of d�sclosure controls and procedures and to adjust the d�sclosure 
appropr�ately.

Internal Control Over Financial Reporting
Disclosure of the Framework Used to Evaluate Internal Control Over Financial Reporting
Mr. Besw�ck also c�ted spec�f�c examples �n wh�ch management’s statement referr�ng to the framework used to evaluate 
the effect�veness of ICFR was om�tted, as well as �nstances �n wh�ch management �nappropr�ately referred to the SEC’s 
management gu�dance or COSO’s small-company gu�dance as the framework used for the evaluat�on. The SEC staff may 
request reg�strants to adv�se the staff of the appropr�ate framework used �n the current year and to rev�se the d�sclosures �n 
current and future f�l�ngs. 

Disclosure of the Impact of Material Weaknesses
Also at the 2008 AICPA Conference, Mr. Marc Panucc�, assoc�ate ch�ef accountant �n the SEC’s Off�ce of the Ch�ef 
Accountant, �nd�cated that management’s d�sclosures of mater�al weaknesses should go beyond merely �dent�fy�ng the 
ex�stence of one or more mater�al weaknesses or prov�d�ng only a l�m�ted descr�pt�on. Rather, he �nd�cated that �n mak�ng 
such d�sclosures, reg�strants should prov�de enough �nformat�on to allow �nvestors to understand the cause of a mater�al 
weakness and determ�ne the pervas�veness of �ts effect on ICFR. Therefore, the staff may request add�t�onal d�sclosure.

http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D240086%2C00.html
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Examples of SEC Comments

• D�scont�nued Operat�ons Report�ng — Please tell us why these store closures were recorded as restructur�ngs rather than presented 
as d�scont�nued operat�ons. S�nce [Company X] was h�stor�cally a reportable segment, �t appears that th�s would meet the cr�ter�a 
as a component of an ent�ty, and therefore, be reported as d�scont�nued operat�ons. Refer to SFAS 144 and EITF 03-13.

• D�scont�nued Operat�ons Report�ng — Please tell us the s�gn�f�cance of the . . . contracts that are part of your d�sposal strategy 
[related to the d�sposed ent�ty.] In th�s regard, please tell us �f the contracts const�tute s�gn�f�cant cont�nu�ng �nvolvement �n the 
operat�ons of the d�sposed ent�ty as the term �s descr�bed �n paragraph 42 of SFAS No. 144. Furthermore, please tell us how th�s 
was cons�dered when you reported the component as a d�scont�nued operat�on. 

• Assets Held for Sale —We note from your d�sclosure . . . that �n [December 2006] you announced a plan to sell [f�ve plants]. 
Please tell us �f the assets of these [f�ve plants] have been class�f�ed as held-for-sale as of [December 31, 2006,] �n accordance w�th 
paragraph 30 of SFAS No. 144. If the assets have not been class�f�ed as held-for-sale, please expla�n to us why not.

• Expense Allocat�on — Please tell us how and whether you allocated �nterest expense assoc�ated w�th the d�scont�nued operat�ons. 
We assume you allocated actual expense of assumed debt. Please tell us whether any other allocat�ons of �nterest expense 
were made and the method you ut�l�zed. Please note the d�sclosure requ�rements of EITF 87-24. As a f�nal note, to the extent 
�nterest allocat�ons of d�scont�nued operat�ons affected �nterest expense of cont�nu�ng operat�ons, th�s should be analyzed �n 
management’s d�scuss�on and analys�s of �nterest expense. 

Discontinued Operations Reporting
The SEC staff may quest�on a reg�strant that d�sposes of operat�ons that are not presented as d�scont�nued operat�ons. 
Conversely, �t may quest�on why a reg�strant accounts for operat�ons as d�scont�nued when the reg�strant w�ll have cash 
flows from or cont�nu�ng �nvolvement w�th the d�sposed operat�ons. Paragraph 42 of Statement 144 requ�res compan�es 
to report the�r results related to d�sposed-of or held-for-sale components as d�scont�nued operat�ons when the follow�ng 
cond�t�ons ex�st:

(a) the operat�ons and cash flows of the component have been (or w�ll be) el�m�nated from the ongo�ng operat�ons of the ent�ty 
as a result of the d�sposal transact�on and

(b) the ent�ty w�ll not have any s�gn�f�cant cont�nu�ng �nvolvement �n the operat�ons of the component after the d�sposal 
transact�on. [Emphas�s added]

Appl�cat�on of the cr�ter�a �n Statement 144 can be subject�ve. Issue 03-13 prov�des gu�del�nes for determ�n�ng:

Whether the reg�strant expects cont�nu�ng d�rect cash flows from the d�sposed-of component after the d�sposal 
transact�on. Quest�ons to cons�der �nclude the follow�ng:

Has there been a m�grat�on of revenues or costs from the d�sposed-of component?

Is there a cont�nuat�on of act�v�t�es of the d�sposed-of component?

Has the s�gn�f�cance of cont�nu�ng cash flows been measured by compar�ng the expected cont�nu�ng cash flows 
w�th the cash flows that would have been recogn�zed �n the absence of the d�sposal transact�on?

Whether the reg�strant has the ab�l�ty to exert s�gn�f�cant �nfluence over the d�sposed-of component’s operat�ng and 
f�nanc�al pol�c�es after the d�sposal transact�on. Quest�ons to cons�der �nclude the follow�ng:

Are there cons�derat�ons other than r�sks and rewards �n the determ�nat�on of whether the ongo�ng ent�ty has 
s�gn�f�cant cont�nu�ng �nvolvement? 

•

o

o

o

•

o

Discontinued Operations and Assets Held for Sale
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Are there reta�ned �nterests, contracts, and other arrangements that may �nd�cate s�gn�f�cant cont�nu�ng 
�nvolvement?

Frequently, the SEC staff seeks to understand whether the reg�strant has cont�nu�ng �nvolvement w�th the d�sposed-
of component. The staff may refer to �nformat�on �ncluded �n a f�l�ng that �nd�cates poss�ble cont�nu�ng �nvolvement. 
For �nstance, the staff may ask deta�led quest�ons about the nature and s�gn�f�cance of contracts w�th the d�scont�nued 
component that the reg�strant has d�sclosed (e.g., a contract to cont�nue to manufacture or market the component’s 
products). 

Assets Held for Sale
Another area that the SEC has commented on �s the class�f�cat�on of assets as held for sale. The SEC staff frequently 
comments when d�sclosures �nd�cate that assets were sold but are unclear about when the dec�s�on to sell the assets was 
made. For example, the staff has asked reg�strants that have d�sclosed that they sold assets after the balance sheet date, 
but that d�d not class�fy the assets as held for sale as of that balance sheet date, to subm�t add�t�onal d�sclosures and 
support�ng documentat�on to expla�n the nature and s�gn�f�cance of the transact�on. Reg�strants have been asked to supply 
the follow�ng types of �nformat�on:

The carry�ng amount and class�f�cat�on as of the balance sheet date of the assets and l�ab�l�t�es �ncluded �n the 
subsequent sale. 

The ga�n or loss on the asset sale. 

The t�mel�ne of events lead�ng to the asset sale.

The sales agreement and a descr�pt�on of how the agreement affected the determ�nat�on that held-for-sale 
presentat�on was not appropr�ate.

Timing of Impairments 
The SEC staff frequently quest�ons the appropr�ateness and t�mel�ness of a reg�strant’s �mpa�rment tests when assets or 
components are d�sposed of or d�scont�nued. For example, the staff may ask whether assets that were expected to be sold 
or d�sposed of by the reg�strant were tested for �mpa�rment �n pr�or per�ods. If the reg�strant performed an �mpa�rment test, 
the SEC staff may request a copy of the related documentat�on. If the reg�strant d�d not perform an �mpa�rment test, the 
staff w�ll most l�kely expect an explanat�on. See the Bus�ness Comb�nat�ons, Long-L�ved Assets, and Impa�rments sect�on for 
further d�scuss�on.

Expense Allocation
The SEC staff w�ll somet�mes ask for add�t�onal �nformat�on about the allocat�on of expenses, such as �nterest expense, �n 
the report�ng of d�scont�nued operat�ons. The staff may ask how the method for allocat�ng �nterest expense compl�es w�th 
Issue 87-24. 

Preservation of Discontinued Operations in the Statement of Cash Flows 
The SEC staff w�ll also frequently challenge �nappropr�ate presentat�on of d�scont�nued operat�ons �n the statement of cash 
flows. See the F�nanc�al Statement Class�f�cat�on sect�on for further d�scuss�on.

o

•

•

•

•
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2008 Update
In September 2008, the FASB �ssued an Exposure Draft of a proposed FSP that would amend the cr�ter�a for when a 
component of an ent�ty “would be reported �n the d�scont�nued operat�ons sect�on of the �ncome statement” and would 
enhance the “d�sclosure requ�rements of Statement 144 for all components of an ent�ty that e�ther have been d�sposed of 
or are class�f�ed as held for sale regardless of whether a component of an ent�ty �s reported �n the �ncome statement as a 
d�scont�nued operat�on or w�th�n cont�nu�ng operat�ons.” Comments on the proposed FSP were due by January 23, 2009.

http://www.fasb.org/fasb_staff_positions/prop_fsp_fas144-d.pdf
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Examples of SEC Comments

• Two-Class Method — Tell us what cons�derat�on you gave to comput�ng earn�ngs per share for both Class A and Class B common 
shares pursuant to the two-class method. Refer to paragraphs 60 and 61 of SFAS 128. We note from your d�sclosure . . . that each 
class of common stock part�c�pates equally, however, �t appears that you may have a mater�al number of d�lut�ve secur�t�es �n Class 
A common stock, wh�ch may result �n d�fferent d�luted EPS for the two classes.

• Impact of Convert�ble Instruments on EPS — We note from your d�sclosure, Class A and B shares are cons�dered as one class for 
purpose of the earn�ngs per share computat�on. Tell us what cons�derat�on you have g�ven to the two-class method for comput�ng 
bas�c and fully d�luted earn�ngs per share for each of your �ssued and reg�stered Class A and Class B common stock. In th�s respect, 
tell us what cons�derat�on you gave to present�ng Class A common stock on a fully d�luted “�f converted” bas�s reflect�ng the 
convers�on of Class B common stock �nto Class A common stock. We refer you to paragraph 61.d of SFAS 128. 

• EPS D�sclosures — Please rev�se future f�l�ngs to d�sclose the number of secur�t�es that could potent�ally d�lute EPS �n the future, but 
wh�ch were not �ncluded �n the calculat�on of d�luted EPS because to do so would have been ant�d�lut�ve for the per�ods presented. 
See paragraph 40 of SFAS No. 128.

Two-Class Method
The two-class method appl�es to (1) secur�t�es (�nclud�ng convert�ble secur�t�es) that may part�c�pate �n d�v�dends w�th 
common stock accord�ng to a predeterm�ned formula and (2) secur�t�es that have mult�ple classes of common stock w�th 
d�fferent d�v�dend r�ghts. When the SEC staff sees �nformat�on �n a reg�strant’s f�l�ng �nd�cat�ng that the reg�strant has two 
classes of common stock that are treated as one class �n the calculat�on of earn�ngs per share (EPS), the staff often asks 
whether the reg�strant cons�dered the two-class method �n comput�ng EPS pursuant to Issue 03-6 and paragraphs 60–61 of 
Statement 128. 

The SEC staff may ask reg�strants to substant�ate the method used to calculate EPS (e.g., the two-class method, the �f-
converted method). In such c�rcumstances, the SEC staff may request add�t�onal �nformat�on or d�sclosures relat�ng to each 
of the reg�strant’s classes of common stock, preferred stock, and common stock equ�valents, such as convert�ble secur�t�es, 
warrants, or opt�ons. When the reg�strant has preferred shares, the SEC staff may seek to determ�ne whether the preferred 
stockholders have contractual r�ghts to share �n prof�ts and losses of the company beyond the stated d�v�dend rate. 

The SEC staff has also commented on the EPS treatment of convert�ble �nstruments. For �nstance, at the 2006 AICPA 
Conference, Ms. Cathy Cole, assoc�ate ch�ef accountant �n the SEC’s Off�ce of the Ch�ef Accountant, stated that the 
SEC expects that a company w�th two classes of common stock w�ll present both bas�c and d�luted EPS for each class of 
common stock, regardless of convers�on r�ghts. As �nd�cated by Statement 128 and clar�f�ed by Issue 03-6, reg�strants 
comput�ng EPS for secur�t�es w�th mult�ple classes of common stock and convert�ble part�c�pat�ng secur�t�es would use the 
two-class method for bas�c and d�luted EPS. 

The SEC staff has focused on understand�ng the terms assoc�ated w�th (1) the reg�strant’s classes of common stock and (2) 
such stock’s d�v�dend rates. Informat�on �n f�l�ngs may �nd�cate that a reg�strant has excluded, �n �ts bas�c EPS computat�on, 
redeemable convert�ble preferred stock that conta�ns d�v�dend r�ghts. The SEC has asked such reg�strants (1) why the 
preferred stock was excluded from bas�c EPS, s�nce the preferred stockholders appear to part�c�pate �n earn�ngs on the 
same bas�s as common shareholders, and (2) how the current computat�on of EPS compl�es w�th the requ�rements of  
Issue 03-6. 

Earnings per Share
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Ms. Cole stressed the �mportance of evaluat�ng the r�ghts assoc�ated w�th each class of stock, stat�ng the follow�ng: 

[W]hen apply�ng the two-class method to several classes of common stock, one ought to cons�der all of the r�ghts and pr�v�leges 
of the classes �n determ�n�ng the allocat�on of und�str�buted earn�ngs to the �nd�v�dual classes of common stock. And, for good 
measure, you may want to ask the staff, about the �ssue as well.

For add�t�onal �nformat�on about Ms. Cole’s remarks, see Delo�tte’s Heads Up on the 2006 AICPA Conference. The SEC staff 
w�ll most l�kely cont�nue to focus on understand�ng the r�ghts and pr�v�leges of each class of stock.

EPS Disclosures
The SEC staff often requests that reg�strants d�sclose add�t�onal �nformat�on about how EPS was calculated. For example, 
the SEC staff may request that reg�strants d�sclose: 

How unvested stock, unvested stock un�ts, unvested restr�cted stock un�ts, and performance shares are treated �n bas�c 
and d�luted EPS.

Whether stock opt�ons conta�n�ng r�ghts to d�v�dend equ�valents are treated as part�c�pat�ng secur�t�es, and how 
part�c�pat�ng secur�t�es are factored �nto the calculat�on of EPS.

How stock held �n treasury �s treated �n determ�n�ng the common shares outstand�ng.

The account�ng pol�cy on earn�ngs/loss allocat�ons to shareholders.

The nature of �ncent�ve d�str�but�on r�ghts.

2008 Update
Example of a Recent SEC Comment

• For each per�od for wh�ch an �ncome statement �s presented, please prov�de a reconc�l�at�on of the numerators and denom�nators 
of the bas�c and d�luted per-share computat�ons for �ncome from cont�nu�ng operat�ons. In your reconc�l�at�on, please separately 
present the �nd�v�dual �ncome and share amount effects of all secur�t�es that affect earn�ngs per share. Add�t�onally, �f appl�cable, 
d�sclose the amount of secur�t�es that could potent�ally d�lute bas�c earn�ngs per share �n the future that were not �ncluded �n the 
computat�on of d�luted earn�ngs per share because to do so would have been ant�d�lut�ve for the per�ods presented. Refer to 
paragraph 40 of SFAS 128. 

Dur�ng 2008, the SEC staff cont�nued to �ssue comments on EPS d�sclosures. Under paragraph 40 of Statement 128, an 
ent�ty must d�sclose, for each per�od �n wh�ch an �ncome statement �s presented, (1) “[a] reconc�l�at�on of the numerators 
and the denom�nators of bas�c and d�luted” EPS, (2) “[t]he effect that has been g�ven to preferred d�v�dends �n arr�v�ng at 
�ncome ava�lable to common stockholders[,]” and (3) “[s]ecur�t�es . . . that could potent�ally d�lute bas�c EPS �n the future 
that were not �ncluded �n the computat�on of d�luted EPS because to do so would have been ant�d�lut�ve . . . .”  

Other Deloitte Resources
• March 2008 EITF Snapshot.

• August 13, 2008, Heads Up, “A Common Denom�nator — FASB and IASB Issue Exposure Documents on Earn�ngs per Share.”

• June 17, 2008, Heads Up, “FASB Concludes That Certa�n Unvested Share-Based Payment Awards Are Part�c�pat�ng Secur�t�es.”

•

•

•

•

•

http://www.deloitte.com/dtt/cda/doc/content/us_assur_heads_up_122106.pdf
http://www.deloitte.com/dtt/article/0,1002,sid%253D2002%2526cid%253D196249,00.html
http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D219904%2C00.html
http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D212224%2C00.html
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Executive Compensation
In 2007, the SEC staff performed a comprehens�ve rev�ew of the execut�ve and d�rector compensat�on d�sclosures of 350 
publ�c compan�es from a w�de range of �ndustr�es, after wh�ch the staff �ssued a report summar�z�ng the feedback that 
�t gave these compan�es. The report �nd�cated that Compensat�on D�scuss�on and Analys�s (CD&A) should focus more 
on analyz�ng mater�al pr�nc�ples and �mportant factors �nfluenc�ng the reg�strant’s execut�ve compensat�on pol�c�es and 
dec�s�ons. In other words, how and why d�d the company arr�ve at �ts pol�c�es and dec�s�ons? Accord�ng to the report, 
when the SEC staff asks a company to enhance �ts analys�s, the staff does not necessar�ly mean that the company should 
lengthen �ts d�sclosure. Rather, the staff prefers clearer and more conc�se d�sclosures w�th more tables and graphs. 

2008 Update
Example of a Recent SEC Comment

• We note that you have not d�sclosed the necessary targets to be ach�eved �n order for your named execut�ve off�cers to earn 
the�r annual cash �ncent�ve . . . . To the extent you bel�eve that d�sclosure of the �nformat�on, on a h�stor�cal bas�s, would result �n 
compet�t�ve harm such that the �nformat�on could be excluded under �nstruct�on 4 to Item [229.]402(b) of Regulat�on S-K, please 
prov�de us w�th a deta�led explanat�on support�ng your conclus�on . . . . In d�scuss�ng how d�ff�cult or l�kely �t w�ll be to ach�eve 
the target levels or other factors, you should prov�de as much deta�l as necessary w�thout d�sclos�ng �nformat�on that poses a 
reasonable r�sk of compet�t�ve harm.

On October 21, 2008, John Wh�te, d�rector of the SEC’s D�v�s�on of Corporat�on F�nance, �n h�s speech “Execut�ve 
Compensat�on D�sclosure: Observat�ons on Year Two and a Look Forward to the Chang�ng Landscape for 2009,” addressed 
both the current market events and the second year of d�sclosure under the new execut�ve compensat�on d�sclosure 
requ�rements. Mr. Wh�te emphas�zed that a company “should be carefully cons�der�ng �f and how recent econom�c and 
f�nanc�al events affect [�ts] compensat�on program.” He also d�scussed the Emergency Econom�c Stab�l�zat�on Act of 2008, 
wh�ch conta�ns var�ous prov�s�ons regard�ng execut�ve compensat�on for part�c�pat�ng f�nanc�al �nst�tut�ons. Regard�ng the 
second year of d�sclosure, Mr. Wh�te d�scussed the three pr�mary areas of SEC comments: “(1) the need for more analys�s, 
(2) d�sclosure of performance targets, and (3) d�sclosure relat�ng to benchmark�ng.” 

In add�t�on, Mr. Wh�te �nd�cated that �n 2009 the SEC staff w�ll “rev�ew the annual reports of all of the very largest f�nanc�al 
�nst�tut�ons �n the U.S. that are publ�c compan�es.” The rev�ews w�ll �nclude both the f�nanc�al statements and the execut�ve 
compensat�on d�sclosures. The SEC staff w�ll also mon�tor the quarterly reports and Forms 8-K f�led by these compan�es.

Recent SEC comments �nd�cate that the SEC staff cont�nues to ask for more mean�ngful d�scuss�on �n CD&A. In add�t�on, 
the staff frequently asks for d�sclosures related to the bas�s for compensat�on dec�s�ons and compensat�on �ssuable upon a 
change �n control of the company. The SEC staff’s comments have �nd�cated that �f a company uses performance targets, 
�t needs to d�sclose them and prov�de �nformat�on about the�r use. The execut�ve compensat�on d�sclosure requ�rements 
allow compan�es to exclude performance targets and other factors or cr�ter�a �nvolv�ng conf�dent�al �nformat�on �f the 
d�sclosure of such �nformat�on would result �n compet�t�ve harm. Wh�le compan�es are not requ�red to formally request 
conf�dent�al treatment to om�t these d�sclosures, they must meet the conf�dent�al-treatment standard and demonstrate 
to the staff upon request that they have done so. Even �f om�ss�on of targets or other factors or cr�ter�a �s appropr�ate, 
reg�strants must d�sclose how d�ff�cult �t w�ll be for the execut�ve or how l�kely �t w�ll be for the reg�strant to ach�eve the 
und�sclosed target levels or other factors.

http://www.sec.gov/divisions/corpfin/guidance/execcompdisclosure.htm
http://www.sec.gov/news/speech/2008/spch102108jww.htm
http://www.sec.gov/news/speech/2008/spch102108jww.htm
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Other Deloitte Resources
• F�nanc�al Report�ng Alert 08-6, “Recent Tax Rul�ng Requ�res Ent�t�es to Recons�der The�r Tax Pos�t�ons Related to Execut�ve 

Compensat�on.”

• October 14, 2008, Heads Up, “Cons�derat�ons Regard�ng the Emergency Econom�c Stab�l�zat�on Act of 2008.”

• October 16, 2007, Heads Up, “SEC Feedback on Execut�ve Compensat�on D�sclosures: ‘Where’s the Analys�s?’”

• September 7, 2007, Heads Up, “SEC Staff Issues Comment Letters on Execut�ve Compensat�on D�sclosures.”

http://www.deloitte.com/dtt/alert/0,1001,sid%253D2002%2526cid%253D193394,00.html
http://www.deloitte.com/dtt/alert/0,1001,sid%253D2002%2526cid%253D193394,00.html
http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D228374%2C00.html
http://www.deloitte.com/us/HeadsUp16Oct07
http://www.deloitte.com/us/HeadsUp7Sept07
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Fair Value and the Turmoil in the Credit Markets
Examples of SEC Comments

• Fa�r Value Measurement — Please tell us what �mpact the recent turmo�l �n the cred�t market has had on your valuat�on and 
account�ng for th�s �nvestment.

• Fa�r Value Measurement — Please prov�de a deta�led descr�pt�on of whether [the company] bel�eves �ts f�nanc�al cond�t�on, results 
of operat�ons, or l�qu�d�ty w�ll be adversely affected by �ts �nvolvement w�th subpr�me lend�ng, �nclud�ng:

o If an adverse �mpact �s cons�dered remote, support for that conclus�on; or

o If an adverse �mpact �s not cons�dered remote, a deta�led descr�pt�on of potent�al d�sclosures cons�dered.

• Off-Balance-Sheet Exposure — Please address all �nvolvement w�th spec�al purpose ent�t�es and var�able �nterest ent�t�es and 
quant�fy the sub-pr�me exposure related to such ent�t�es, regardless of whether they are consol�dated for the purposes of generally 
accepted account�ng pr�nc�ples.

Overview
The deter�orat�ng cred�t markets have underscored the need for transparent report�ng and d�sclosure of a reg�strant’s 
exposure to, and the effect of, potent�al cred�t losses. As the cr�s�s has deepened, the SEC staff has focused on the ab�l�ty of 
a reg�strant to accurately portray �ts f�nanc�al pos�t�on. Comment letters and var�ous speeches and publ�cat�ons produced by 
the SEC staff reflect th�s �ncreased scrut�ny. 

Fair Value Measurement 
As a result of the turmo�l and decreased l�qu�d�ty �n the cred�t markets, many reg�strants are forced to rely on �nternal 
valuat�on models that �nclude �nputs that cannot be obta�ned from current market �nformat�on (unobservable �nputs) when 
determ�n�ng the fa�r value of the f�nanc�al assets recogn�zed on the�r balance sheets. As the subject�v�ty �n determ�n�ng 
amounts recogn�zed �n the balance sheet �ncreases, so does the need for comprehens�ve and transparent footnote 
d�sclosures. The �ssuance of Statement 157 has further emphas�zed the �mportance of transparency �n the determ�nat�on of 
fa�r value, espec�ally when valuat�on models use unobservable �nputs. 

The SEC staff has �ssued numerous comments request�ng that reg�strants prov�de add�t�onal d�sclosures about valuat�on 
methods and assumpt�ons. At the 2007 AICPA Conference, Ms. Stephan�e Hunsaker, assoc�ate ch�ef accountant �n the 
SEC’s D�v�s�on of Corporat�on F�nance, h�ghl�ghted several areas of �ncreased scrut�ny by the D�v�s�on regard�ng fa�r value 
measurement. Ms. Hunsaker stated that the SEC staff bel�eves that many reg�strants do not prov�de suff�c�ent �ns�ght �nto 
how they determ�ne fa�r value, espec�ally when fa�r value measurements rely on unobservable data. Ms. Hunsaker stated 
that the SEC staff bel�eves reg�strants should cons�der prov�d�ng the follow�ng f�nanc�al statement d�sclosures when fa�r 
value measurements rely on unobservable �nputs: 

The valuat�on models used to determ�ne fa�r value.

The s�gn�f�cant �nputs �nto the models.

The assumpt�ons that could have the greatest �mpact on the valuat�ons.

Whether, how, and why those assumpt�ons have changed from pr�or per�ods. 

•

•

•

•
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In add�t�on to the cons�derat�ons noted by Ms. Hunsaker and the d�sclosures requ�red by Statement 157, reg�strants should 
cons�der the d�sclosure requ�rements of SOP 94-6 and Statement 107. SOP 94-6 requ�res d�sclosures about assumpt�ons 
or est�mates that have a s�gn�f�cant effect on a reg�strant’s f�nanc�al statements, wh�ch may �nclude the reg�strant’s use of 
unobservable �nputs. 

Ms. Hunsaker also noted that reg�strants should cons�der enhanced d�sclosure regard�ng fa�r value measurements that have 
been reclass�f�ed from Level 2 to Level 3 measurements dur�ng the year as a result of a decrease �n market �nformat�on. She 
stated that reg�strants should d�sclose the types of �nstruments that are reclass�f�ed to Level 3 and the nature of the �nputs 
that are no longer observable. 

Off-Balance-Sheet Exposure 
The SEC staff has also commented on d�sclosure of off-balance-sheet exposures. (Th�s top�c was also d�scussed at the 2007 
AICPA Conference.) In December 2007, the D�v�s�on of Corporat�on F�nance sent a letter request�ng that reg�strants’ MD&A 
conta�n add�t�onal d�sclosure of exposures to off-balance-sheet ent�t�es.1 The D�v�s�on suggested that these d�sclosures focus 
on the follow�ng themes: 

Deta�led descr�pt�ons of the assets and fund�ng of off-balance-sheet ent�t�es.

Any mater�al d�ff�cult�es that off-balance-sheet ent�t�es are exper�enc�ng (�nclud�ng asset wr�te-downs or cred�t 
downgrades) and the effect on the reg�strant.

Types of var�able �nterests that the reg�strant holds �n off-balance-sheet ent�t�es.

Deta�led d�sclosure of support the reg�strant has prov�ded, or �s obl�gated to prov�de, to off-balance-sheet ent�t�es 
(�nclud�ng obl�gat�ons to prov�de l�qu�d�ty). 

The potent�al effect on debt covenants, cap�tal rat�os, cred�t rat�ngs, or d�v�dends, should the reg�strant have to 
consol�date or �ncur losses assoc�ated w�th the ent�t�es. 

In the letter, the SEC staff also prov�des spec�f�c d�sclosure cons�derat�ons for the cr�t�cal account�ng est�mates sect�on of 
MD&A for reg�strants that have �dent�f�ed as a cr�t�cal account�ng pol�cy the account�ng for consol�dat�on and var�able 
�nterest ent�t�es. Such reg�strants should cons�der �nclud�ng the follow�ng d�sclosures �n the cr�t�cal account�ng pol�c�es 
sect�on of the footnotes: 

The scenar�os �n wh�ch the reg�strant would have to consol�date off-balance-sheet ent�t�es and the expectat�on of the 
l�kel�hood of such an event.

The frequency w�th wh�ch the reg�strant recons�ders, and the typ�cal tr�ggers that requ�re recons�derat�on of, whether 
the reg�strant �s the pr�mary benef�c�ary of the ent�ty.

The letter also rem�nds reg�strants that Regulat�on S-K, Item 303, requ�res d�sclosure of any known trends or uncerta�nt�es 
that the reg�strant reasonably expects to have a mater�al favorable or unfavorable effect on �ncome from operat�ons, 
l�qu�d�ty, and cap�tal resources.

SEC Issues Letter Clarifying Accounting Ramifications of Accelerated Efforts to 
Mitigate Subprime Crisis 
In January 2008, SEC Ch�ef Accountant Conrad Hew�tt �ssued a letter address�ng the Statement 140 account�ng �mpl�cat�ons 
of the Amer�can Secur�t�zat�on Forum’s Streaml�ned Foreclosure and Loss Avo�dance Framework (“ASF Framework”).2 The 
ASF, coord�nat�ng w�th the Department of the Treasury, developed the Framework to encourage mortgage loan serv�cers 

•

•

•

•

•

•

•

1 See Regulat�on S-K, Item 303(a)(4)(��), for the defin�t�on of off-balance-sheet ent�t�es for these purposes.
2 “Streaml�ned Foreclosure and Loss Avo�dance Framework for Secur�t�zed Subpr�me Adjustable Rate Mortgage Loans.”

http://www.sec.gov/divisions/corpfin/guidance/cfoffbalanceltr1207.htm
http://www.sec.gov/info/accountants/staffletters/hanish010808.pdf
http://www.americansecuritization.com/uploadedFiles/FinalASFStatementonStreamlinedServicingProcedures.pdf
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to ref�nance or mod�fy classes of adjustable-rate subpr�me mortgage loans w�th certa�n r�sk character�st�cs that make 
them suscept�ble to default. However, a potent�al hurdle has been whether the mod�f�cat�ons of mortgage loans v�olate 
qual�fy�ng spec�al-purpose ent�ty (QSPE) status under Statement 140. 

The SEC’s letter, addressed to both the F�nanc�al Execut�ve Internat�onal’s Comm�ttee on Corporate Report�ng and the 
Center for Aud�t Qual�ty’s Profess�onal Pract�ce Execut�ve Comm�ttee, �nd�cates that the Off�ce of the Ch�ef Accountant 
(OCA) “w�ll not object to cont�nued status as a QSPE �f Segment 2 subpr�me ARM loans are mod�f�ed pursuant to the 
spec�f�c screen�ng cr�ter�a �n the ASF Framework.” The letter also states that the “OCA bel�eves that �t would be reasonable 
to conclude that Segment 2 subpr�me ARM loans are ‘reasonably foreseeable’ of default �n absence of a mod�f�cat�on 
based upon a qual�tat�ve cons�derat�on of the expectat�on of defaults.”3 Append�x A of the letter sets forth d�sclosures that 
the SEC staff generally expects w�ll be �ncluded �n reg�strants’ MD&A and notes to the f�nanc�al statements. 

2008 Update
Examples of Recent SEC Comments

• Fa�r Value Measurements — Please expla�n �n more deta�l how the der�vat�ve contracts are fa�r valued and prov�de a more robust 
d�sclosure of the var�ous �nputs and assumpt�ons used �n the respect�ve models. Please also �nclude quant�f�ed and narrat�ve 
d�sclosure of the �mpact that reasonably l�kely changes �n the key assumpt�ons used would have on the f�nanc�al statements at the 
balance sheet date.

• Pr�c�ng Serv�ces — Please rev�se your d�sclosure to d�scuss the extent to wh�ch, and how, the �nformat�on �s obta�ned from the 
pr�c�ng serv�ces and used �n develop�ng the fa�r value measurements �n the consol�dated f�nanc�al statements �nclud�ng: (a.) The 
nature and amount of assets you valued us�ng broker quotes or pr�ces you obta�ned from pr�c�ng serv�ces; (b.) The number of 
quotes or pr�ces you generally obta�ned per �nstrument, and �f you obta�ned mult�ple quotes or pr�ces, how you determ�ned the 
ult�mate value you used �n your f�nanc�al statements; (c.) Whether, and �f so, how and why, you adjusted quotes or pr�ces you 
obta�ned from brokers and pr�c�ng serv�ces; (d.) The extent to wh�ch the brokers or pr�c�ng serv�ces are gather�ng observable 
market �nformat�on as opposed to us�ng unobservable �nputs and/or propr�etary models �n mak�ng valuat�on judgments and 
determ�nat�ons; (e.) Whether the broker quotes are b�nd�ng or non-b�nd�ng; and (f.) The procedures you performed to val�date the 
pr�ces you obta�ned to ensure the fa�r value determ�nat�on �s cons�stent w�th SFAS 157, Fa�r Value Measurements, and to ensure 
that you properly class�f�ed your assets and l�ab�l�t�es �n the fa�r value h�erarchy.

• Cred�t R�sk — We note that you do not cons�der counterparty cred�t r�sk to be a s�gn�f�cant �nput. Please address the follow�ng: (a.) 
Clar�fy whether you actually factor �n the �mpact of counterparty cred�t r�sk �nto the value of your der�vat�ve assets but the �mpact �s 
just not s�gn�f�cant, or whether you do not cons�der the �mpact of counterparty cred�t r�sk as you have qual�tat�vely determ�ned the 
�mpact to be �ns�gn�f�cant on the fa�r value of these �nstruments; (b.) Clar�fy whether th�s was a change upon the adopt�on of SFAS 
157, or whether you appl�ed a s�m�lar methodology pr�or to the adopt�on of SFAS 157; (c.) Tell us, and d�sclose �n future f�l�ngs, 
whether you factor your own cred�t r�sk �nto the value of your der�vat�ve l�ab�l�t�es, cons�stent w�th the gu�dance �n paragraph 15 of 
SFAS 157.

• Auct�on Rate Secur�t�es — Please descr�be to us your exper�ence w�th auct�ons subsequent to your year end. Spec�f�cally, quant�fy 
for us the par value of your auct�on rate secur�t�es that have had at least one auct�on s�nce your f�scal year end, and tell us the 
results of those auct�ons, separately d�scuss�ng and quant�fy�ng those that fa�led and those that were successful.

• Auct�on Rate Secur�t�es — G�ven the recent turmo�l �n the cred�t markets, please tell us �n more deta�l how you determ�ned that 
these secur�t�es were ava�lable to support current operat�ons, �nclud�ng tell�ng us whether you have exper�enced any d�ff�cult�es 
w�th the auct�ons for your auct�on rate secur�t�es. Also tell us the �mpact, �f any, the turmo�l �n the cred�t markets has had on your 
valuat�on of these �nvestments and how you cons�dered address�ng these matters for your �nvestors.

Fair Value Measurements
The SEC staff has requested that reg�strants prov�de add�t�onal d�sclosures about how management determ�nes fa�r value, 
�nclud�ng management’s process for understand�ng the assumpt�ons and methods used by brokers or th�rd-party pr�c�ng 
serv�ces when external �nputs are used �n the valuat�on. See the Use of Experts and Consents sect�on for the SEC staff’s 

3 The letter descr�bes l�m�tat�ons on the ava�lab�l�ty of representat�ve quant�tat�ve data for these types of loans.
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current pos�t�on on th�s matter. The staff has focused on learn�ng whether a reg�strant has suff�c�ently understood the 
method beh�nd broker quotes and whether the reg�strant has used reasonably obta�nable secondary market �nformat�on 
rather than rely�ng exclus�vely on broker est�mat�ons or �nternal models.

In add�t�on, the staff has focused on the �dent�f�cat�on of valuat�on �nputs w�th�n a reg�strant’s Statement 157 d�sclosures 
that may be �ncons�stent w�th the class�f�cat�on (�.e., Level 2 or Level 3). For �nstance, the staff has challenged class�f�cat�on 
of �nstruments as Level 2 when a reg�strant has d�sclosed that �ts valuat�on �ncluded a s�gn�f�cant �ll�qu�d�ty factor.

Certa�n of the staff’s comments have requested add�t�onal d�sclosures and clar�f�cat�on from reg�strants about the 
�ncorporat�on of nonperformance r�sk �nto the fa�r value measurement of f�nanc�al assets and f�nanc�al l�ab�l�t�es. 

Auction Rate Securities
Many �ssuances of auct�on rate secur�t�es (ARSs) have been adversely affected by the cred�t cr�s�s. Many ARS auct�ons 
began to fa�l �n early 2008, render�ng the market for these secur�t�es �ll�qu�d. The SEC staff has �ssued numerous comments 
request�ng that reg�strants prov�de add�t�onal d�sclosures about exposure to ARSs and how the fa�r value of those 
�nvestments was determ�ned. For �nstance, the SEC staff has requested that reg�strants prov�de the follow�ng:

Deta�led descr�pt�ons of ARSs, �nclud�ng whether those secur�t�es exper�enced fa�led auct�ons.

Deta�led �nformat�on about auct�on fa�lure rates before and after the balance sheet date.

An explanat�on of the class�f�cat�on of ARSs as short-term or long-term �nvestments, �nclud�ng h�stor�cal presentat�on of 
these secur�t�es as current assets when a reg�strant changes the class�f�cat�on to noncurrent �n the current per�od.

An explanat�on of the valuat�on model, �nclud�ng the s�gn�f�cant �nputs and assumpt�ons used, when reg�strants have 
d�sclosed that the secur�ty had a fa�led auct�on or that they are class�fy�ng ARSs as noncurrent because of an �nab�l�ty to 
l�qu�date the�r hold�ngs at par �n the near term.

If ARSs exper�enced a decl�ne �n fa�r value over the�r carry�ng amount but were not �mpa�red, a d�scuss�on of how the 
reg�strant determ�ned that the decl�ne �n fa�r value of the ARS �s only temporary.

The �mpact on l�qu�d�ty of the �nvestment portfol�o when auct�ons fa�l.

MD&A Disclosures
Dur�ng 2008, the SEC staff cont�nued to focus on d�sclosures related to the turmo�l �n the cred�t markets as well as new 
d�sclosures requ�red by Statement 157. The D�v�s�on of Corporat�on F�nance sent two letters to reg�strants address�ng the 
need for more transparent d�sclosure �n MD&A of methods and assumpt�ons used �n fa�r value measurements of mater�al 
f�nanc�al �nstruments affected by the cred�t cr�s�s. 

In March 2008, the D�v�s�on of Corporat�on F�nance �ssued a letter to certa�n f�nanc�al �nst�tut�ons that focuses on 
d�sclosures relat�ng to the use of s�gn�f�cant unobservable �nputs �n fa�r value measurements. Wh�le the letter was sent only 
to f�nanc�al �nst�tut�ons, the SEC staff �nd�cated that the letter “can be appl�cable to any company.” The SEC suggested that 
the d�sclosures focus on the follow�ng �tems:

Amounts of Level 3 assets and l�ab�l�t�es, deta�led analys�s of changes to those assets and l�ab�l�t�es, and the 
relat�onsh�ps of Level 3 assets and l�ab�l�t�es to other assets and l�ab�l�t�es measured at fa�r value.

D�scuss�on of how changes �n the fa�r value of assets and l�ab�l�t�es affect a reg�strant’s results of operat�ons, l�qu�d�ty, 
and cap�tal resources.

Add�t�onal d�sclosures of the nature and type of assets underly�ng asset-backed secur�t�es.

•

•

•

•

•
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Deta�led descr�pt�on of the valuat�on techn�ques or models used �n fa�r value measurements, �nclud�ng any changes to 
the valuat�on model, cons�derat�on of market �nd�ces, sens�t�v�ty analys�s, and val�dat�on procedures.

In September 2008, the D�v�s�on of Corporat�on F�nance �ssued a second letter request�ng more transparent d�sclosures 
�n MD&A regard�ng fa�r value measurements of mater�al f�nanc�al �nstruments that are not traded act�vely. The letter 
encouraged reg�strants to d�sclose, when mater�al, how cred�t r�sk affected the�r fa�r value measurements, �nclud�ng the 
ga�ns or losses recogn�zed on the�r der�vat�ve l�ab�l�t�es that are attr�butable to changes �n the�r own cred�t r�sk. In add�t�on, 
the letter asked reg�strants to cons�der d�sclos�ng the cr�ter�a used to determ�ne whether the market �s act�ve or �nact�ve, 
how they factored market �ll�qu�d�ty �nto the�r fa�r value determ�nat�on, s�gn�f�cant judgments they used �n class�fy�ng fa�r 
value measurements �n the Statement 157 h�erarchy, and how they used brokers or pr�c�ng serv�ces �n develop�ng fa�r value 
measurements.

At the 2008 AICPA Conference, Ms. Hunsaker elaborated on the d�sclosure �tems d�scussed �n the letters above and 
prov�ded several examples of such d�sclosures. She noted that results from an �nformal SEC staff study suggested that 
reg�strants d�d �ncrease the�r fa�r value d�sclosures to some extent �n response to these letters and encouraged reg�strants to 
prov�de even more d�sclosure (such as sens�t�v�ty analyses, part�cularly when changes to est�mates and assumpt�ons used �n 
est�mat�ng fa�r values of an �nstrument may result �n mater�ally d�fferent results) �n upcom�ng f�l�ngs.  

In add�t�on to the d�sclosures d�scussed �n the letters, Ms. Hunsaker suggested that reg�strants prov�de other fa�r value 
d�sclosures to enhance the�r MD&A. See Delo�tte’s Heads Up on the 2008 Conference for a deta�led l�st�ng of her suggested 
d�sclosures, wh�ch �ncluded the follow�ng: 

For all Level 3 measurements, a d�scuss�on of the key dr�vers of fa�r value for each s�gn�f�cant asset or l�ab�l�ty group�ng 
and whether each dr�ver �s observable or unobservable.

Tabular d�sclosures of collateral underly�ng mortgage-backed secur�t�es, collateral�zed debt obl�gat�ons, collateral�zed 
loan obl�gat�ons, and other s�m�lar secur�t�es. She suggested that these d�sclosures �nclude the more deta�led aspects of 
the collateral, such as types of loans, v�ntage �nformat�on, and the effects of cred�t enhancements. 

Ins�ght �nto the causes of other-than-temporary �mpa�rments on ava�lable-for-sale secur�t�es by separat�ng such causes 
between (1) cred�t-related �ssues or other adverse �ssuer cond�t�ons and (2) other account�ng consequences (e.g., an 
ent�ty can no longer assert �ts �ntent and ab�l�ty to hold).

Also at the 2008 Conference, Mr. John Wh�te, d�rector �n the SEC’s D�v�s�on of Corporat�on F�nance, stated that reg�strants 
need to adequately �ncorporate the effects of current market cond�t�ons �nto MD&A. He noted that because of the 
pervas�veness of the market cr�s�s th�s year, reg�strants should cons�der tak�ng a “clean slate” approach rather than s�mply 
mak�ng ed�ts to the pr�or-year MD&A. Further, reg�strants should �ncorporate �nto the�r d�sclosures the effects of the cr�s�s 
on the�r suppl�ers, customers, etc.

In add�t�on to Ms. Hunsaker and Mr. Wh�te, several other SEC and FASB staff members d�scussed fa�r value �ssues at the 
2008 AICPA Conference. See Delo�tte’s Heads Up on the 2008 Conference for summar�es of SEC staff comments on the 
challenges of measur�ng fa�r value, part�cularly �n �nact�ve markets, and best pract�ces for MD&A d�sclosure.

G�ven the h�gh-prof�le casualt�es of the cred�t cr�s�s �n 2008, the SEC may also request spec�f�c d�sclosures of exposure 
to affected ent�t�es. For example, ent�t�es that have l�qu�d�ty arrangements (e.g., cred�t fac�l�t�es, repo transact�ons) w�th 
affected ent�t�es need to cons�der (1) the poss�b�l�ty that the l�qu�d�ty arrangement w�ll be canceled or w�thdrawn as a result 
of the bankruptcy f�l�ng and (2) the effect that such an event may have on the�r l�qu�d�ty pos�t�on.

•

•

•
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Study of Mark-to-Market Accounting
The SEC completed �ts study of mark-to-market account�ng �n accordance w�th Congress’s Emergency Econom�c 
Stab�l�zat�on Act and del�vered the results of the study to Congress on December 30, 2008. The report concludes that 
ex�st�ng mark-to-market account�ng should not be suspended, not�ng that because �nvestors have �nd�cated that fa�r value 
account�ng prov�des transparent and t�mely �nformat�on that �s useful �n mak�ng �nformed dec�s�ons, an abrupt removal of 
fa�r value account�ng would erode �nvestor conf�dence �n f�nanc�al report�ng. 

Nonetheless, the report proposes �mprovements to ex�st�ng pract�ce. Such �mprovements �nclude recons�der�ng the 
account�ng for �mpa�rments and the development of add�t�onal gu�dance on determ�n�ng the fa�r value of �nvestments �n 
�nact�ve markets, �nclud�ng s�tuat�ons �n wh�ch market pr�ces are not read�ly ava�lable. 

Other Deloitte Resources
• F�nanc�al Report�ng Alert 08-19, “Pens�on and Other Postret�rement Benef�ts Affected by Turmo�l �n the Cred�t Markets.”

• F�nanc�al Report�ng Alert 08-17, “Account�ng Cons�derat�ons Related to Redempt�on Restr�ct�ons on Money Market Funds.”

• F�nanc�al Report�ng Alert 08-16 (Rev�sed), “SEC Issues Letter Clar�fy�ng Other-Than-Temporary Impa�rment Gu�dance for Perpetual 
Preferred Secur�t�es.”

• F�nanc�al Report�ng Alert 08-14, “Potent�al Counterparty Default and Other Account�ng Cons�derat�ons Related to the Cred�t-
Market Turmo�l.”

• F�nanc�al Report�ng Alert 08-13, “Account�ng Cons�derat�ons for Settlement Agreements Related to Auct�on Rate Secur�t�es.”

• F�nanc�al Report�ng Alert 08-12 (Rev�sed), “FASB Votes to Issue Proposed Staff Pos�t�on Clar�fy�ng Fa�r Value Measurement 
Gu�dance.”

• F�nanc�al Report�ng Alert 08-11, “SEC and FASB Release Fa�r Value Clar�f�cat�ons.”

• F�nanc�al Report�ng Alert 08-10, “SEC Adv�ses Reg�strants to Further Expla�n Fa�r Value �n MD&A — An Addendum to the March 
2008 SEC Letter.”

• F�nanc�al Report�ng Alert 08-8, “Cons�derat�on of Cred�t R�sk �n Fa�r Value Hedge Effect�veness Assessments.”

• F�nanc�al Report�ng Alert 08-7, “SEC Adv�ses Reg�strants to Further Expla�n Fa�r Value �n MD&A.”

• F�nanc�al Report�ng Alert 08-4, “Turmo�l �n the Cred�t Markets: The Importance of Comprehens�ve and Informat�ve D�sclosures.”

• F�nanc�al Report�ng Alert 08-2, “Auct�on Rate Secur�t�es Warrant Scrut�ny for Impa�rment.”

• F�nanc�al Report�ng Alert 08-1, “SEC Issues Letter Clar�fy�ng Account�ng Ram�f�cat�ons of Accelerated Efforts to M�t�gate Subpr�me 
Cr�s�s.”

• F�nanc�al Report�ng Alert 07-5, “CAQ Update — Key Account�ng Issues and the Cred�t Env�ronment: Center for Aud�t Qual�ty Issues 
F�nal Wh�te Papers.”

• F�nanc�al Report�ng Alert 07-4, “Key Account�ng Issues and the Current Cred�t Env�ronment.”

• January 9, 2009, Heads Up, “Study F�nal�zed on Mark-to-Market Account�ng.”

• October 14, 2008, Heads Up, “Cons�derat�ons Regard�ng the Emergency Econom�c Stab�l�zat�on Act of 2008.”

• October 13, 2008, Heads Up, “FASB Issues Gu�dance on Measur�ng Fa�r Value of F�nanc�al Assets �n an Inact�ve Market.”

• February 15, 2008, Heads Up, “FASB Part�ally Defers and L�m�ts Scope of Statement on Fa�r Value Measurements.”

• August 29, 2007, Heads Up, “Account�ng Consequences of Subpr�me Loan Mod�f�cat�ons.”

http://www.deloitte.com/dtt/alert/0,1001,sid%253D2002%2526cid%253D238015,00.html
http://www.deloitte.com/dtt/alert/0,1001,sid%253D109074%2526cid%253D230692,00.html
http://www.deloitte.com/dtt/alert/0,1001,sid%253D2002%2526cid%253D229161,00.html
http://www.deloitte.com/dtt/alert/0,1001,sid%253D2002%2526cid%253D229161,00.html
http://www.deloitte.com/us/FRAlert08-14
http://www.deloitte.com/us/FRAlert08-14
http://www.deloitte.com/us/FRAlert08-13
http://www.deloitte.com/us/FRAlert08-12
http://www.deloitte.com/us/FRAlert08-12
http://www.deloitte.com/us/FRAlert08-11
http://www.deloitte.com/us/FRAlert08-10
http://www.deloitte.com/us/FRAlert08-10
http://www.deloitte.com/us/FRAlert08-8
http://www.deloitte.com/us/FRAlert08-7
http://www.deloitte.com/us/FRAlert08-4
http://www.deloitte.com/us/FRAlert08-2
http://www.deloitte.com/us/FRAlert08-1
http://www.deloitte.com/us/FRAlert08-1
http://www.deloitte.com/us/FRAlert07-5
http://www.deloitte.com/us/FRAlert07-5
http://www.deloitte.com/us/FRAlert07-4
http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D241902%2C00.html
http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D228374%2C00.html
http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D228362%2C00.html
http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D192390%2C00.html
http://www.deloitte.com/us/HeadsUp29Aug07
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Examples of SEC Comments

• Hedge Account�ng — Please address the follow�ng w�th respect to these hedges:

o Tell us all of the terms �n the hedged �tem and the hedg�ng �nstrument wh�ch were not exact m�rrors of each other, whether 
def�ned as cr�t�cal or not; and

o W�th respect to cash flow hedges . . . tell us how you performed and documented an assessment of hedge effect�veness at 
�ncept�on of the hedg�ng relat�onsh�p and on an ongo�ng bas�s.

• Embedded Der�vat�ves — Expla�n to us how you have cons�dered the gu�dance �n SFAS 133 and EITF 00-19 �n determ�n�ng that you 
are not requ�red to b�furcate the convers�on feature from the host �nstrument and account for �t as a der�vat�ve.

• F�nanc�al Asset Transfers — Please spec�f�cally address how you determ�ned the transfer of the rece�vables to both the th�rd-party 
qual�fy�ng spec�al purpose ent�ty and to the th�rd-party bank�ng �nst�tut�ons met the sales cr�ter�a of paragraph 9 of SFAS 140.

Hedge Accounting
Although hedge account�ng under Statement 133 has been around for several years, �n late 2006 and 2007, the SEC staff 
made several announcements regard�ng �ts appl�cat�on. The announcements were followed by some restatements and 
many SEC staff comments on the appl�cat�on of Statement 133. 

At the 2006 AICPA Conference, Mr. T�mothy Kv�z, a profess�onal account�ng fellow �n the SEC’s Off�ce of the Ch�ef 
Accountant, noted that the follow�ng are two ways �n wh�ch reg�strants have m�sappl�ed hedge account�ng under 
Statement 133: 

The shortcut method — Reg�strants have concluded that the�r hedg�ng relat�onsh�ps qual�fy for the shortcut method 
w�thout meet�ng all the cr�ter�a l�sted �n Statement 133. 

The cr�t�cal-terms-match method and methods based on Statement 133 Implementat�on Issue G7 — Reg�strants have 
�nappropr�ately assumed no �neffect�veness �n hedg�ng relat�onsh�ps des�gnated under a cr�t�cal-terms-match method or 
one of the methods �n Implementat�on Issue G7 desp�te known sources of �neffect�veness. 

Mr. Kv�z �nd�cated that the SEC staff bel�eves that when a company �nappropr�ately appl�es the shortcut method or 
otherw�se �gnores known sources of hedge �neffect�veness �n perform�ng hedge effect�veness assessments, an error ex�sts 
for the ent�re change �n fa�r value of the der�vat�ve as �f hedge account�ng had not been appl�ed. Spec�f�cally, Mr. Kv�z 
h�ghl�ghted several scenar�os �n wh�ch reg�strants had concluded that a hedg�ng relat�onsh�p was perfectly matched when 
known sources of �neffect�veness ex�sted that should have been measured. 

At the March 2007 EITF meet�ng, Mr. Joseph McGrath, another profess�onal account�ng fellow �n the SEC’s Off�ce of the 
Ch�ef Accountant, rev�s�ted several of the hedge account�ng �ssues �n�t�ally d�scussed by Mr. Kv�z. In that meet�ng, Mr. 
McGrath clar�f�ed that �t was the SEC staff’s pos�t�on that �t may be acceptable for a reg�strant to cont�nue to use the 
cr�t�cal-terms-match method even �f a known source of �neffect�veness ex�sts, prov�ded that the reg�strant (1) evaluates and 
supports the reasonableness of the conclus�on that the terms match and (2) makes a quant�tat�ve assessment to conf�rm 
that the hedg�ng relat�onsh�p �s, �n fact, h�ghly effect�ve and that any �neffect�veness �s de m�n�m�s. Mr. McGrath suggested 
that one example of th�s m�ght be a hedge of a forecasted fore�gn-currency-denom�nated transact�on �f the settlement 
dates of the hedg�ng �nstrument and the forecasted transact�on occur w�th�n the same month. For example, a hedg�ng 
relat�onsh�p �n wh�ch a s�ngle forward contract hedges mult�ple forecasted transact�ons st�ll m�ght qual�fy for the cr�t�cal-
terms-match method.

•

•

Financial Instruments
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In the wake of these announcements, the SEC staff has �ssued many comments request�ng reg�strants to prov�de deta�led 
�nformat�on and d�sclosures about the�r hedg�ng relat�onsh�ps. The SEC staff has frequently challenged a reg�strant’s 
determ�nat�on that the �nstrument qual�f�es for the shortcut or the cr�t�cal-terms-match method of account�ng. For example, 
reg�strants are often asked to prov�de or d�sclose some or all of the follow�ng:

How the reg�strant determ�ned that �t met the cr�ter�a of paragraph 65 of Statement 133 to qual�fy for the cr�t�cal-
terms-match method of assess�ng hedge effect�veness.

How the reg�strant determ�ned that �t met the cr�ter�a of paragraph 68 of Statement 133 to qual�fy for the shortcut 
method of assess�ng hedge effect�veness.

The nature and terms of the hedged �tem (�nclud�ng convers�on, call, and opt�on features) and the hedg�ng �nstrument 
and whether such terms are exact m�rrors of each other.

The spec�f�c r�sk be�ng hedged.

How effect�veness �s assessed at �ncept�on and on an ongo�ng bas�s for each type of hedge, �nclud�ng the spec�f�c 
quant�tat�ve methods used.

How d�fferences between est�mated and actual results have affected hedg�ng relat�onsh�ps (�.e., �n the determ�nat�on of 
whether hedge account�ng should be d�scont�nued).

If effect�veness tests fa�led, what add�t�onal procedures the reg�strant performed to conclude that �t was appropr�ate to 
cont�nue apply�ng hedge account�ng. 

In add�t�on, the SEC staff has challenged the cons�stency w�th wh�ch methods of assess�ng hedge effect�veness have been 
appl�ed.

Dur�ng 2007, the FASB added to �ts agenda a project to s�mpl�fy hedge account�ng under Statement 133. The project 
proposes el�m�nat�ng the shortcut method, the cr�t�cal-terms-match method, and the requ�rement to cont�nually assess 
hedge effect�veness to qual�fy for hedge account�ng. Wh�le any f�nal gu�dance may rel�eve reg�strants from perform�ng 
deta�led quant�tat�ve analyses to support conclus�ons about hedge account�ng, �t could be a year or more before such 
gu�dance �s �ssued. (See Hedge Account�ng �n the 2008 Update sect�on below for the status of th�s project.) 

Derivatives Embedded in Convertible Financial Instruments 
As reg�strants have �ssued more convert�ble secur�t�es, the SEC staff has �ssued more comments on such secur�t�es. 
The account�ng for convert�ble secur�t�es �s complex, requ�r�ng analys�s of a secur�ty’s var�ous features under numerous 
account�ng pronouncements. The SEC’s Current Account�ng and D�sclosure Issues �n the D�v�s�on of Corporat�on F�nance  
(as updated November 30, 2006) (the “report”) summar�zes some of the account�ng cons�derat�ons: 

Embedded convers�on features that meet the cr�ter�a for b�furcat�on under SFAS 133 may qual�fy for the paragraph 11(a) scope 
except�on �n SFAS 133. In analyz�ng whether the convers�on feature meets the paragraph 11(a) scope except�on, one of the th�ngs 
the reg�strant must determ�ne �s whether the convers�on feature would be class�f�ed w�th�n stockholders’ equ�ty. To determ�ne 
class�f�cat�on, the convers�on feature must be analyzed under EITF 00-19. The f�rst step of the EITF 00-19 analys�s for these features 
�s to determ�ne whether the host contract �s a convent�onal convert�ble �nstrument (paragraph 4 of EITF 00-19 and EITF 05-2, The 
Mean�ng of “Convent�onal Convert�ble Debt Instrument” �n EITF Issue 00-19, “Account�ng for Der�vat�ve F�nanc�al Instruments 
Indexed to, and Potent�ally Settled �n, a Company’s Own Stock”). One of the common features that prevents the convert�ble 
�nstrument from qual�fy�ng as “convent�onal” �s a reset prov�s�on �n the �nstrument where, �f a company �ssues an �nstrument �n 
the future that has a pr�ce less than the convers�on pr�ce �n the convert�ble �nstrument, the convers�on pr�ce �n the convert�ble 
�nstrument �s reset. If the �nstrument �s a convent�onal convert�ble �nstrument, the embedded convers�on opt�on would qual�fy for 
equ�ty class�f�cat�on under EITF 00-19, qual�fy for the scope except�on �n SFAS 133 and not be b�furcated from the host �nstrument. 

•

•
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In that case, the convert�ble �nstrument should be accounted for �n accordance w�th APB 14; ASR 268 and EITF Top�c D-98 should 
be cons�dered for the class�f�cat�on and measurement of the �nstrument; and EITFs 98-5 and 00-27 should be cons�dered for any 
benef�c�al convers�on feature. 

If the �nstrument does not qual�fy as a convent�onal convert�ble, paragraphs 7–32 of EITF 00-19 must be analyzed to determ�ne 
whether the convers�on feature should be accounted for as a l�ab�l�ty or equ�ty. If the feature �s class�f�ed as a l�ab�l�ty under EITF 
00-19, �t would not qual�fy for the paragraph 11 scope except�on �n SFAS 133 and therefore the feature would be accounted for 
as a der�vat�ve at fa�r value, w�th changes �n fa�r value recorded �n earn�ngs. If the feature �s class�f�ed as equ�ty under EITF 00-19 
and meets the other cr�ter�on �n the SFAS 133 paragraph 11 scope except�on, the embedded convers�on opt�on �s not b�furcated 
from the host �nstrument. The reg�strant should assess whether the convert�ble preferred stock �nstrument should be class�f�ed �n 
permanent equ�ty or temporary equ�ty by reference to ASR 268 and EITF D-98. Add�t�onally, reg�strants should assess whether there �s 
a benef�c�al convers�on feature that must be accounted for under EITFs 98-5 and 00-27. 

The report �dent�f�es convert�ble secur�t�es that requ�re the �ssuance of an unl�m�ted var�able number of shares as one cause 
of �mproper account�ng. The �ssuer of such secur�t�es usually �s requ�red to b�furcate the convers�on opt�on because the 
�ssuer �s unable to exclude such secur�t�es from the scope of Statement 133.1 

At the 2006 AICPA Conference, Ms. Stephan�e Hunsaker, assoc�ate ch�ef accountant �n the SEC’s D�v�s�on of Corporat�on 
F�nance, stated that the SEC staff w�ll cont�nue to focus on the class�f�cat�on of convert�ble �nstruments and the reg�strant’s 
account�ng for such �nstruments. 

The SEC staff frequently asks quest�ons about the account�ng for, and the nature and terms of, convert�ble �nstruments. 
For example, the staff often requests that a reg�strant that has �ssued convert�ble debt, but that has not accounted for the 
convers�on feature or other features as der�vat�ves separate from the debt, e�ther d�sclose or prov�de �nformat�on about the 
follow�ng:

Whether the reg�strant has cons�dered whether the convert�ble debt �ncludes an embedded der�vat�ve.

Whether the convert�ble debt qual�f�es as convent�onal convert�ble debt under Issue 05-2. 

The SEC staff has requested that reg�strants that have d�sclosed that they have an embedded der�vat�ve, but that d�d not 
record the b�furcated amount because of �mmater�al�ty, prov�de the assumpt�ons used to value the �nstrument and how 
they concluded that the amount was �mmater�al.

The SEC staff has also �ssued a number of comments about convert�ble preferred stock. The staff has asked reg�strants 
whether they have evaluated the�r convert�ble preferred stock under Issue 00-19. Reg�strants have also been asked to 
perform add�t�onal analys�s or prov�de add�t�onal �nformat�on (such as the actual agreement). Th�s request �s common when 
some or all of the preferred stock �s not convert�ble �nto a f�xed number of shares or conta�ns a reset prov�s�on. 

Financial Asset Transfers
The SEC staff often asks reg�strants that transfer f�nanc�al assets to a spec�al-purpose ent�ty and account for the transact�on 
as a sale to prov�de add�t�onal �nformat�on to support sale account�ng. For example, reg�strants that have cont�nu�ng 
�nvolvement w�th the transferred assets or the spec�al-purpose ent�ty may be asked to prov�de ev�dence (such as a legal 
op�n�on) to support an assert�on that the transferred assets are legally �solated. 

In add�t�on, the SEC staff may request that reg�strants prov�de add�t�onal �nformat�on �n the�r account�ng pol�cy footnote, 
such as the nature and terms of asset transfers and how the account�ng treatment compl�es w�th Statement 140. The 
SEC staff has challenged reg�strants that account for a transfer as a sale when they have h�stor�cally accounted for s�m�lar 
transfers as secured borrow�ngs. 

•

•

1 Because the convers�on opt�on requ�res the �ssuance of an unl�m�ted number of shares, the �ssuer could be forced to cash-settle the convers�on opt�on because the number of shares 
�nto wh�ch the secur�ty �s potent�ally convert�ble exceeds the number of currently author�zed but un�ssued shares. S�nce the �ssuer could be forced to settle the convers�on opt�on �n 
cash rather than shares, the convers�on opt�on would not qual�fy for the scope except�on �n Statement 133 for �tems class�fied �n equ�ty.
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2008 Update
Example of a Recent SEC Comment

• Market R�sk — Please rev�se your d�sclosures of market r�sk, commod�ty pr�ce r�sk and fore�gn exchange r�sk �n future f�l�ngs to 
prov�de quant�tat�ve d�sclosures �n one of the three d�sclosure formats requ�red by Item 305(a) of Regulat�on S-K.

Quantitative and Qualitative Disclosures About Market Risk
In the current econom�c env�ronment, �nvestors are �nterested �n a reg�strant’s exposure to market-related r�sks. The SEC 
staff frequently rem�nds reg�strants to prov�de or clar�fy d�sclosures �n accordance w�th Regulat�on S-K, Item 305, wh�ch 
requ�res d�sclosure of both quant�tat�ve and qual�tat�ve �nformat�on for all market-r�sk-sens�t�ve �nstruments.

Hedge Accounting
The Board �ssued an Exposure Draft of a proposed Statement on account�ng for hedg�ng act�v�t�es on June 6, 2008. 
Comments on the proposed Statement were due by August 15, 2008. In add�t�on, �n January 2008, the FASB �ssued 
Implementat�on Issue E23, wh�ch clar�f�es appl�cat�on of the shortcut method.

Derivatives Disclosures
In September 2008, the FASB �ssued FSP FAS 133-1 and FIN 45-4, wh�ch amends and enhances the d�sclosure requ�rements 
for sellers of cred�t der�vat�ves (�nclud�ng hybr�d �nstruments that have embedded cred�t der�vat�ves) and f�nanc�al 
guarantees. The new d�sclosures are requ�red for report�ng per�ods (annual or �nter�m) end�ng after November 15, 2008, 
although earl�er appl�cat�on �s encouraged. 

In add�t�on, �n March 2008, the FASB released Statement 161, wh�ch expands the qual�tat�ve and quant�tat�ve d�sclosure 
requ�rements �n Statement 133 for an ent�ty’s der�vat�ve �nstruments and hedg�ng act�v�t�es. Statement 161 �s effect�ve for 
f�nanc�al statements �ssued for f�scal years and �nter�m per�ods beg�nn�ng after November 15, 2008; early appl�cat�on �s 
encouraged. Statement 161’s d�sclosure prov�s�ons apply to all ent�t�es w�th der�vat�ve �nstruments subject to Statement 133 
and �ts related �nterpretat�ons. The prov�s�ons also apply to related hedged �tems, b�furcated der�vat�ves, and nonder�vat�ve 
�nstruments that are des�gnated and qual�fy as hedg�ng �nstruments. 

Derivatives Embedded in Convertible Financial Instruments 
In May 2008, the FASB �ssued FSP APB 14-1, wh�ch w�ll have a major �mpact on the f�nanc�al statements of �ssuers of 
convert�ble debt secur�t�es that may be settled fully or part�ally �n cash. Under the FSP, an ent�ty must separate these 
secur�t�es �nto (1) a debt component, represent�ng the �ssuer’s contractual obl�gat�on to pay pr�nc�pal and �nterest, and (2) 
an equ�ty component, represent�ng the holder’s opt�on to convert the debt secur�ty �nto equ�ty of the �ssuer or, �f the �ssuer 
so elects, an equ�valent amount of cash. The FSP �s effect�ve for f�scal years (and �nter�m per�ods) beg�nn�ng after December 
15, 2008 (�.e., January 1, 2009, for a calendar-year-end ent�ty), and should be appl�ed retrospect�vely to all past per�ods 
presented — even �f the �nstrument has matured, has been converted, or has otherw�se been ext�ngu�shed as of the FSP’s 
effect�ve date. The FSP does not apply �f the embedded convers�on feature must be accounted for separately from the rest 
of the �nstrument. 

Dur�ng 2008, the SEC staff made a number of rev�s�ons to Top�c D-98. One of these rev�s�ons �s an amendment to 
commun�cate the staff’s v�ews on apply�ng Top�c D-98 to the class�f�cat�on and measurement of convert�ble debt 
�nstruments w�th�n the scope of FSP APB 14-1. Th�s rev�s�on requ�res an ent�ty to record a port�on of the equ�ty component 
for convert�ble debt �nstruments as mezzan�ne (�.e., outs�de of permanent equ�ty) �f the �nstruments are currently 
redeemable or convert�ble for cash or other assets and the amount of cash that must be exchanged �n a hypothet�cal 
settlement (as of the balance sheet date) exceeds the current carry�ng amount of the l�ab�l�ty-class�f�ed component. Another 
rev�s�on clar�f�es the SEC staff’s v�ews on the �nteract�on between Top�c D-98 and Statement 160.
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In add�t�on, dur�ng 2008, the EITF reached a consensus on two Issues that could affect the account�ng for convert�ble debt: 
Issues 07-52 and 08-8. Issue 07-5 deals w�th whether �nstruments (or embedded features) conta�n�ng certa�n prov�s�ons 
would be cons�dered �ndexed to the ent�ty’s own stock and could be exempt from the requ�rements of Statement 133. 
Issue 08-8 addresses the account�ng for freestand�ng f�nanc�al �nstruments (or embedded features) for wh�ch the payoff to 
the counterparty �s �ndexed, �n whole or �n part, to the stock of a consol�dated subs�d�ary.

Financial Asset Transfers
In recent comment letters, the SEC staff has requested add�t�onal �nformat�on about the calculat�on of the ga�ns/losses on 
the sale of loans, the class�f�cat�on of these ga�ns/losses �n the �ncome statement, and the d�sclosures of these ga�ns/losses 
�n the cash flow statement. The SEC staff has also quest�oned whether reg�strants’ d�sclosures about serv�c�ng assets and 
l�ab�l�t�es, �nclud�ng how they are measured, are complete. 

Dur�ng 2008, the FASB d�scussed el�m�nat�ng the concept of a qual�fy�ng spec�al-purpose ent�ty from Statement 140. The 
Board also d�scussed mak�ng other amendments related to sales of part�al �nterests �n a f�nanc�al asset. The Board �ssued 
a rev�sed Exposure Draft of a proposed Statement on account�ng for transfers of f�nanc�al assets on September 15, 2008. 
Comments on the proposed Statement were due by November 14, 2008. In add�t�on, the Board �ssued FSP FAS 140-4 and 
FIN 46(R)-8 �n December 2008. The FSP accelerates certa�n of the d�sclosures proposed �n the Exposure Draft, requ�r�ng that 
calendar-year-end compan�es �nclude them �n the�r annual f�l�ngs for the per�od ended December 31, 2008.

Other Deloitte Resources
• F�nanc�al Report�ng Alert 08-16 (Rev�sed), “SEC Issues Letter Clar�fy�ng Other-Than-Temporary Impa�rment Gu�dance for Perpetual 

Preferred Secur�t�es.”

• F�nanc�al Report�ng Alert 08-14, “Potent�al Counterparty Default and Other Account�ng Cons�derat�ons Related to the Cred�t-
Market Turmo�l.”

• F�nanc�al Report�ng Alert 08-10, “SEC Adv�ses Reg�strants to Further Expla�n Fa�r Value �n MD&A — An Addendum to the March 
2008 SEC Letter.”

• F�nanc�al Report�ng Alert 08-8,”Cons�derat�on of Cred�t R�sk �n Fa�r Value Hedge Effect�veness Assessments.”

• F�nanc�al Report�ng Alert 08-7, “SEC Adv�ses Reg�strants to Further Expla�n Fa�r Value �n MD&A.”

• January 16, 2009, Heads Up, “Benef�c�al Gu�dance — FASB Issues Amendments to OTTI Model for Certa�n Investments �n 
Secur�t�zat�ons.”

• December 22, 2008, Heads Up, “FASB Proposes Gu�dance on Other-Than-Temporary Impa�rments and D�scusses Plans for Other 
F�nanc�al Instrument Projects.”

• December 16, 2008, Heads Up, “FASB’s New D�sclosure FSP Is Effect�ve Immed�ately.”

• December 5, 2008, Heads Up, “Issue 07-5 Affects Issuers of Equ�ty-L�nked F�nanc�al Instruments (Includ�ng Debt W�th Embedded 
Convers�on Opt�ons).”

• September 22, 2008, Heads Up, “FASB Issues Exposure Documents That El�m�nate QSPEs, Mod�fy the Consol�dat�on Model �n 
Interpretat�on 46(R), and Expand Requ�red D�sclosures.”

• September 18, 2008, Heads Up, “FASB Issues FSP Requ�r�ng Enhanced D�sclosure for Cred�t Der�vat�ve and F�nanc�al Guarantee 
Contracts.”

• June 11, 2008, Heads Up, “FASB Tr�ms Hedg�ng Requ�rements — Changes Proposed to Account�ng for Hedg�ng Act�v�t�es.”

• May 15, 2008, Heads Up, “Top Down on Convert�bles? — FASB T�ghtens Convert�ble Debt Account�ng for Issuers.”

• Apr�l 2, 2008, Heads Up, “Mak�ng the Complex Less Complex — FASB Inv�tes Comments on IASB’s F�nanc�al Instruments 
D�scuss�on Paper.”

• March 27, 2008, Heads Up, “FASB Expands D�sclosures About Der�vat�ve Instruments and Hedg�ng Act�v�t�es.”

2 See Delo�tte’s Heads Up on the 2008 AICPA Conference for a summary of a speech by Mr. Adam Brown, a profess�onal account�ng fellow �n the SEC’s Office of the Ch�ef Accountant, 
regard�ng the potent�al �mpact of Issue 07-5 on reg�strants that �ssue call opt�ons on the�r own stock (whether these call opt�ons are freestand�ng or embedded �n other �nstruments, 
such as convert�ble debt). Mr. Brown noted that Issue 07-5 could have a s�gn�ficant effect on the account�ng for certa�n convert�ble debt �nstruments.

http://fasb.org/draft/ed_hedging_amendment_st133.pdf
http://www.deloitte.com/us/FRAlert08-16
http://www.deloitte.com/us/FRAlert08-16
http://www.deloitte.com/us/FRAlert08-14
http://www.deloitte.com/us/FRAlert08-14
http://www.deloitte.com/us/FRAlert08-10
http://www.deloitte.com/us/FRAlert08-10
http://www.deloitte.com/us/FRAlert08-8
http://www.deloitte.com/us/FRAlert08-7
http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D243079%2C00.html
http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D243079%2C00.html
http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D240453%2C00.html
http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D240453%2C00.html
http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D239560%2C00.html
http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D238115%2C00.html
http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D238115%2C00.html
http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D224860%2C00.html
http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D224860%2C00.html
http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D224523%2C00.html
http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D224523%2C00.html
http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D210740%2C00.html
http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D206351%2C00.html
http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D199733%2C00.html
http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D199733%2C00.html
http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D198954%2C00.html
http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D240086%2C00.html
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Other Deloitte Resources (continued)
• February 26, 2008, Heads Up, “The M�ss�ng L�nk — Repurchase F�nanc�ng Transact�ons May Be Der�vat�ves Under FASB’s New FSP.”

• February 15, 2008, Heads Up, “FASB Part�ally Defers and L�m�ts Scope of Statement on Fa�r Value Measurements.”

• January 14, 2008, Heads Up, “FASB Clar�f�es Appl�cat�on of the Shortcut Method.”

• March 19, 2007, Heads Up, “Us�ng the Cr�t�cal-Terms-Match Method for Evaluat�ng Hedges — SEC Staff Ident�f�es Key 
Cons�derat�ons.”

• January 18, 2007, Heads Up, “Match�ng Cr�t�cal Terms �n Hedge Strateg�es.”

http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D193954%2C00.html
http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D192390%2C00.html
http://www.deloitte.com/us/HeadsUp14Jan08
http://www.deloitte.com/us/HeadsUp19Mar07
http://www.deloitte.com/us/HeadsUp19Mar07
http://www.deloitte.com/dtt/cda/doc/content/us_assur_heads_up_011807.pdf
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Examples of SEC Comments

Income Statement Classification

• Revenue and Cost of Sales — Please rev�se your consol�dated statements of earn�ngs �n future f�l�ngs to separately present revenue 
and cost of sales . . . for your product sales and serv�ces. You may only aggregate these revenues �f both classes of revenue are less 
than ten percent of total revenues. Refer to Rule 5-03(b) of Regulat�on S-X.

• Cost of Sales — The l�ne �tem ‘Deprec�at�on and Amort�zat�on’ �n the �ncome statement appears to �nclude all deprec�at�on and 
amort�zat�on expense. Tell us the amounts of deprec�at�on and amort�zat�on �ncluded �n th�s amount that relate to products 
and serv�ces prov�ded to customers and why you have not �ncluded these amounts �n costs of revenue. That �s, tell us how you 
cons�dered the gu�dance �n SAB Top�c 11.B.

• Cost of Sales — Please . . . tell us whether you �nclude �nbound fre�ght charges, purchas�ng and rece�v�ng costs, �nspect�on costs, 
warehous�ng costs, �nternal transfer costs, and the other costs of your d�str�but�on network �n the cost of goods sold l�ne �tem. . . .  
If you currently exclude a port�on of these costs from cost of goods sold, please d�sclose . . . the l�ne �tems that these excluded 
costs are �ncluded �n and the amounts �ncluded �n each l�ne �tem, and �n MD&A that your gross marg�ns may not be comparable 
to those of other ent�t�es, s�nce some ent�t�es �nclude all of the costs related to the�r d�str�but�on network �n cost of goods sold and 
others l�ke you exclude a port�on of them from gross marg�n, �nclud�ng them �nstead �n a l�ne �tem, such as d�str�but�on, sell�ng, or 
general and adm�n�strat�ve expenses.

• Operat�ng Versus Nonoperat�ng Income — We note you exclude settlement expense from �ncome from operat�ons. It does not 
appear that th�s presentat�on �s appropr�ate cons�der�ng the nature of these expenses as d�sclosed �n the notes to your f�nanc�al 
statements. Please rev�se to �nclude these expenses �n operat�ons or tell us why a rev�s�on �s unnecessary.

Statement of Cash Flows Classification

• Please expla�n to us �n greater deta�l the nature and t�m�ng of the �nsurance re�mbursement cash flows for cla�m payments class�f�ed 
as �nvest�ng act�v�ty.

The SEC staff frequently comments on class�f�cat�on �n the f�nanc�al statements, part�cularly the �ncome statement and the 
statement of cash flows. Comments on �ncome statement class�f�cat�on tend to concentrate on ensur�ng compl�ance w�th 
both general and �ndustry-spec�f�c requ�rements of Regulat�on S-X as well as on analyz�ng what �s �ncluded �n or excluded 
from each l�ne �tem. Although st�ll numerous, comments on the statement of cash flows have decreased as reg�strants have 
�mproved the�r presentat�on.

Income Statement
Because there �s often no clear gu�dance on class�f�cat�on of �ncome and expense �tems, class�f�cat�on �s frequently 
establ�shed through pract�ce and the SEC comment process. The SEC staff has rem�nded reg�strants that when alternat�ve 
class�f�cat�ons are perm�ss�ble, they should d�sclose the�r pol�c�es and apply them cons�stently, �n accordance w�th  
Op�n�on 22.

Revenue
The SEC staff’s comments on revenue have focused on two ma�n themes. The f�rst �s revenue components. The SEC staff 
may challenge the �nclus�on of �tems �n revenue that do not d�rectly result from sell�ng a company’s products or del�ver�ng 
�ts serv�ces, such as equ�ty �n earn�ngs of unconsol�dated aff�l�ates or �nterest �ncome. 

The second theme �s the d�st�nct�on between product and serv�ce revenues. If product or serv�ce revenues are greater than 
10 percent of total revenues, the reg�strant �s requ�red to d�sclose th�s fact as a separate l�ne �tem on the face of the �ncome 
statement.1 Th�s same rule appl�es to product and serv�ce costs �n the “cost of sales” l�ne �tem.

Financial Statement Classification 

1 Accord�ng to Regulat�on S-X, Rule 5-03(b).
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Cost of Sales
The SEC staff somet�mes challenges reg�strants that om�t a “cost of sales” or “cost of revenues” l�ne �tem. The staff bel�eves 
that many compan�es and �ndustr�es have these types of expenses and should show them separately on the face of the 
�ncome statement.

Another aspect of cost of sales that the staff has commonly commented on �s the allocat�on of amort�zat�on and 
deprec�at�on to cost of sales. SAB Top�c 11.B states, �n part:

If cost of sales or operat�ng expenses exclude charges for deprec�at�on, deplet�on and amort�zat�on of property, plant and equ�pment, 
the descr�pt�on of the l�ne �tem should read somewhat as follows: “Cost of goods sold (exclus�ve of �tems shown separately below)” 
or “Cost of goods sold (exclus�ve of deprec�at�on shown separately below).”. . . deprec�at�on, deplet�on and amort�zat�on should not 
be pos�t�oned �n the �ncome statement �n a manner wh�ch results �n report�ng a f�gure for �ncome before deprec�at�on.

Most of the SEC staff’s comments on th�s matter have stemmed from reg�strants’ lack of awareness or �ncorrect appl�cat�on 
of the gu�dance �n SAB Top�c 11.B, part�cularly the�r �nappropr�ate report�ng of an amount for gross prof�t before 
deprec�at�on and amort�zat�on.

In add�t�on, the SEC staff often asks reg�strants whether they �nclude d�str�but�on costs �n cost of sales. Reg�strants may be 
asked to d�sclose the l�ne �tem �n wh�ch such costs are recorded as well as whether the�r cost of sales �s comparable to that 
of other reg�strants. 

Gross Profit
Regulat�on S-X does not requ�re presentat�on of gross prof�t on the face of the annual �ncome statement. However, 
Regulat�on S-K, Item 302, requ�res d�sclosure of gross prof�t �n selected quarterly data. The SEC staff has �ssued comments 
request�ng that a reg�strant �nclude gross prof�t �n the quarterly presentat�on, wh�ch, �n turn, may result �n a reg�strant’s 
present�ng such �nformat�on on the face of the annual �ncome statement.

Operating Versus Nonoperating Income
Comments on th�s subject pr�mar�ly concern what should be �ncluded �n or excluded from operat�ng �ncome (�f a subtotal 
for operat�ng �ncome �s presented, wh�ch �s not requ�red). The follow�ng �tems should generally be included �n operat�ng 
�ncome (but are somet�mes �ncorrectly excluded):

Ga�ns or losses on asset sales.

L�t�gat�on settlements.

Insurance proceeds.

Restructur�ng charges.

Recap�tal�zat�on expenses (e.g., legal fees, due d�l�gence expenses). 

The follow�ng �tems should generally be excluded from operat�ng �ncome (but are somet�mes �ncorrectly �ncluded):

D�v�dends.

Interest on secur�t�es.

Prof�ts on secur�t�es (net of losses). 

Interest and amort�zat�on of debt d�scount and expense.

Earn�ngs from equ�ty method �nvestments (or unconsol�dated aff�l�ates).

M�nor�ty �nterest �n �ncome of consol�dated subs�d�ar�es.

•

•

•

•

•

•

•

•

•

•

•
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Statement of Cash Flows
Many of the SEC staff’s cash flow comments relate to m�sclass�f�cat�on among the three cash flow categor�es: operat�ng, 
�nvest�ng, and f�nanc�ng. A recurr�ng comment perta�ns to changes �n restr�cted cash. See Delo�tte’s Heads Up on the 2006 
AICPA Conference for a summary of a speech by Ms. Carol Stacey, ch�ef accountant �n the SEC’s D�v�s�on of Corporat�on 
F�nance, on the SEC staff’s pos�t�on on changes �n restr�cted cash. The SEC staff also frequently comments on the 
class�f�cat�on of �nsurance proceeds, wh�ch should be class�f�ed accord�ng to what the �nsurance was cover�ng, not what 
the proceeds are used for (�.e., property-damage proceeds would be “�nvest�ng” and bus�ness �nterrupt�on proceeds would 
be “operat�ng”).

Another top�c the SEC has often commented on �s the presentat�on of d�scont�nued operat�ons �n the statement of cash 
flows. Reg�strants are not requ�red to present cash flows related to d�scont�nued operat�ons separately from cash flows 
related to cont�nu�ng operat�ons. Cash flows related to d�scont�nued operat�ons that a reg�strant chooses to present 
separately must be reported as “operat�ng,” “�nvest�ng,” or “f�nanc�ng.” See Delo�tte’s Heads Up on the 2005 AICPA 
Conference for a summary of a speech by Mr. Joel Lev�ne, assoc�ate ch�ef accountant �n the SEC’s D�v�s�on of Corporat�on 
F�nance, regard�ng appropr�ate presentat�on alternat�ves. See also AICPA CPCAF Alert #98, Update to the SEC Staff Pos�t�on 
Regard�ng Changes to the Statement of Cash Flows Relat�ng to D�scont�nued Operat�ons (Addendum to CPCAF Alert #90).

2008 Update
Examples of Recent SEC Comments

Balance Sheet Classification

• Please tell us how present�ng both the deferred cost of sales and the deferred gross revenue w�th�n the deferred �ncome l�ab�l�ty 
capt�on of the balance sheet compl�es w�th paragraph 5 of FIN 39, wh�ch perm�ts the offsett�ng of assets and l�ab�l�t�es only when a 
legal r�ght of setoff ex�sts.

• Please tell us why you class�fy spare parts stock as a current asset or reclass�fy the port�on you est�mate you w�ll not use �n the near 
term as a non-current asset.

• We note you were �n v�olat�on of your loan covenants. . . . Your d�sclosures do not �nd�cate you have rece�ved wa�vers from your 
lenders to cure the non-compl�ance. In accordance w�th SFAS 78, �t appears your long-term debt should be class�f�ed as a current 
l�ab�l�ty �n �ts ent�rety on your balance sheet. Please rev�se your balance sheet and d�sclosures accord�ngly, or address�ng the relevant 
account�ng l�terature, tell us why you bel�eve the class�f�cat�on of long-term debt �s appropr�ate.

Income Statement Classification

• We note that amort�zat�on of software development costs are �ncluded �n . . . expenses �n your consol�dated statements of 
operat�ons as opposed to a cost of revenue. Tell us how you cons�dered �nclud�ng the amort�zat�on of acqu�red technology as a 
cost of revenue. Refer by analogy to FASB Staff Implementat�on Gu�de, SFAS 86, Quest�on 17.

• We note that you cons�der all expenses other than �nterest and �ncome taxes to be costs of revenue. Please expla�n to us how 
you determ�ned that these expenses should all be class�f�ed as costs of revenue under Rule 5-03(2). In add�t�on, expla�n how you 
determ�ned that none of these expenses should be class�f�ed as the l�ne �tems referred to �n Rule 5-03(3) through (6), part�cularly 
sell�ng, general and adm�n�strat�ve expenses.

Statement of Cash Flows Classification

• We bel�eve that the class�f�cat�on of proceeds from sale of d�scont�nued operat�ons should be presented on a bas�s cons�stent w�th 
the class�f�cat�on of ga�ns and losses on sale of d�scont�nued operat�ons �n the consol�dated statements of �ncome. Please rev�se to 
present proceeds from the sale of bus�ness operat�ons class�f�ed �n d�scont�nued operat�ons �n accordance w�th SFAS 144 as cash 
prov�ded by �nvest�ng act�v�t�es of d�scont�nued operat�ons or tell us why a rev�s�on �s unnecessary.

Related Parties

• Please d�sclose all amounts earned and all costs and expenses �ncurred from transact�ons w�th related part�es on the face of your 
statement of operat�ons and statement of cash flows. Refer to Art�cle 5-03(b) and 4-08(k) of Regulat�on S-X.

http://www.deloitte.com/dtt/cda/doc/content/us_assur_heads_up_122106.pdf
http://www.deloitte.com/dtt/cda/doc/content/us_assur_Heads%20Up%202005%20AICPA%20Conference%20on%20SEC%20&%20PCAOB%20Developments(3).pdf
http://www.aicpa.org/cpcaf/download/news/CPCAFAlert98_041906.pdf
http://www.aicpa.org/cpcaf/download/news/CPCAFAlert98_041906.pdf
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The SEC staff cont�nues to �ssue comments on class�f�cat�on �n the f�nanc�al statements, �nclud�ng the balance sheet. 
Income statement and balance sheet comments tend to focus on spec�f�c requ�rements of Regulat�on S-X, wh�le comments 
on the statement of cash flows focus on compl�ance w�th Statement 95. 

Balance Sheet
The SEC staff may challenge whether �t �s appropr�ate to offset assets and l�ab�l�t�es and report the net amount on the face 
of the balance sheet. In accordance w�th Interpretat�on 39, assets and l�ab�l�t�es should not be offset unless a legal r�ght of 
setoff ex�sts. Further, Regulat�on S-X, Rule 5-02, states that other current assets and other current l�ab�l�t�es �n excess of  
5 percent of total current assets and total current l�ab�l�t�es, respect�vely, and other noncurrent assets and other noncurrent 
l�ab�l�t�es �n excess of 5 percent of total assets and total l�ab�l�t�es, respect�vely, should be shown separately on the face of 
the balance sheet or d�sclosed �n a note. 

The SEC staff has also frequently commented on the appropr�ate class�f�cat�on of current and noncurrent assets and 
l�ab�l�t�es, �nclud�ng debt. (See the Debt sect�on for a d�scuss�on of staff comments about balance sheet class�f�cat�on of 
debt.) When present�ng a class�f�ed balance sheet, reg�strants should cons�der the gu�dance �n ARB 43 and other appl�cable 
account�ng l�terature to determ�ne whether an �tem should be class�f�ed as current or noncurrent. The SEC staff may request 
a reg�strant to prov�de clar�fy�ng d�sclosures �n the footnotes to the f�nanc�al statements regard�ng an �tem’s class�f�cat�on 
and presentat�on. 

Income Statement
The SEC staff’s comments on �ncome statement presentat�on often address how the presentat�on compl�es w�th the 
techn�cal requ�rements of Regulat�on S-X, Rule 5-03, wh�ch l�sts the capt�ons and deta�ls that commerc�al and �ndustr�al 
reg�strants must present �n the�r �ncome statements. For example, the staff may ask reg�strants to expla�n why they have 
excluded certa�n l�ne �tems requ�red by Rule 5-03 from the face of the �ncome statement.

The SEC staff also frequently comments on the class�f�cat�on of amort�zat�on of �ntang�ble assets. The staff often asks 
reg�strants how they determ�ne whether �ntang�ble asset amort�zat�on should be presented as part of cost of sales or 
sell�ng, general, and adm�n�strat�ve expense. The SEC staff has �nd�cated that such a determ�nat�on should generally be 
based on the funct�on of the �ntang�ble asset. If the �ntang�ble asset �s a component of the ent�ty’s ongo�ng major or central 
operat�ons (�.e., revenue-generat�ng act�v�t�es), �t should generally be class�f�ed as a part of cost of sales. 

For more �nformat�on about appropr�ate �ncome statement presentat�on, see Delo�tte’s Heads Up on the 2005 AICPA 
Conference for a summary of a speech by Mr. G. Anthony Lopez, assoc�ate ch�ef accountant �n the SEC’s Off�ce of the Ch�ef 
Accountant.

Statement of Cash Flows
The SEC staff cont�nues to comment on the presentat�on of d�scont�nued operat�ons �n the statement of cash flows. As 
noted above, reg�strants are not requ�red to present cash flows related to d�scont�nued operat�ons separately from cash 
flows related to cont�nu�ng operat�ons. However, when reg�strants elect to present cash flows from d�scont�nued operat�ons 
separately, the SEC staff has commented on the presentat�on of proceeds from the sale of d�scont�nued operat�ons. Some 
preparers have �ncluded the proceeds from the sale of a d�scont�nued operat�on �n cash flows from cont�nu�ng operat�ons 
s�nce these proceeds w�ll be used to fund outflows of cont�nu�ng operat�ons. However, �n comment�ng on the proper 
class�f�cat�on of �nsurance proceeds �n the statement of cash flows, the staff of the SEC’s D�v�s�on of Corporat�on F�nance 
clar�f�ed that �t does not bel�eve the class�f�cat�on should be affected by how a company �ntends to spend the rece�pts. Th�s 
log�c could also apply to the class�f�cat�on of proceeds from the sale of d�scont�nued operat�ons. 

http://www.deloitte.com/dtt/cda/doc/content/us_assur_Heads%20Up%202005%20AICPA%20Conference%20on%20SEC%20&%20PCAOB%20Developments(3).pdf
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Although Statement 144 does not expl�c�tly address the presentat�on of d�scont�nued operat�ons �n the statement of cash 
flows, paragraph 43 of th�s Statement requ�res that ga�ns or losses from d�scont�nued operat�ons be presented separately 
from ga�ns or losses from cont�nu�ng operat�ons �n the �ncome statement. L�kew�se, proceeds from the sale of a d�sposed-
of asset that are assoc�ated w�th d�scont�nued operat�ons should be presented separately �n the statement of cash flows as 
cash prov�ded by �nvest�ng act�v�t�es of d�scont�nued operat�ons. 

Reg�strants should descr�be how cash flows perta�n�ng to d�scont�nued operat�ons are reported �n the statement of cash 
flows. If these cash flows are not separately d�sclosed �n the statement of cash flows, the amounts should be quant�f�ed, by 
category, �n Management’s D�scuss�on and Analys�s (MD&A).

Related Parties
Rules 5-03 and 4-08(k) state that related-party transact�ons should be �dent�f�ed, and the amounts d�sclosed, on the face 
of the f�nanc�al statements. The terms of these arrangements should be d�scussed further �n the notes to the f�nanc�al 
statements and MD&A. Reg�strants should also cons�der Statement 57’s gu�dance and d�sclosure requ�rements.
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Income Taxes and Uncertain Tax Positions
Examples of SEC Comments

• D�sclosures of Unrecogn�zed Tax Benef�ts — We note your d�sclosures regard�ng . . . var�ous . . . uncerta�n tax pos�t�ons related to 
federal taxes . . . . Tell us how you have met each of the d�sclosure requ�rements of paragraph 21d of FIN 48 for each s�gn�f�cant 
uncerta�n tax pos�t�on.

• MD&A Cons�derat�ons — We note that no d�sclosure was made regard�ng mater�al changes �n contractual obl�gat�ons from the 
amounts that were prev�ously reported �n your Form 10-K for the year ended December 31, 2006. Please tell us how you evaluated 
Instruct�on 7 to Item 303(b) of Regulat�on S-K w�th respect to contractual obl�gat�ons relat�ng to FIN 48. We note that �t does not 
appear that your pr�or d�sclosure of contractual obl�gat�ons �ncluded amounts relat�ng to uncerta�n tax pos�t�ons, and we bel�eve 
that such amounts represent contractual obl�gat�ons that should be �ncluded �n the d�sclosures made under Item 303(a)(5) of 
Regulat�on S-K. 

Calendar-year-end reg�strants adopted Interpretat�on 48 at the beg�nn�ng of 2007. The Interpretat�on �ntroduces a 
new approach that s�gn�f�cantly changes how compan�es recogn�ze and measure tax benef�ts and d�sclose �ncome tax 
uncerta�nt�es �n the�r f�nanc�al statements. Under Interpretat�on 48, compan�es cannot recogn�ze a tax benef�t related to 
a tax pos�t�on unless �t �s “more l�kely than not” that tax author�t�es w�ll susta�n the tax pos�t�on solely on the bas�s of the 
pos�t�on’s techn�cal mer�ts. The tax benef�t recogn�zed �s measured at the largest amount of the tax benef�t that �s greater 
than 50 percent l�kely to be real�zed. D�fferences between a tax pos�t�on taken or expected to be taken �n a tax return 
and the benef�t recogn�zed and measured pursuant to the Interpretat�on are referred to as “unrecogn�zed tax benef�ts.” A 
l�ab�l�ty �s recogn�zed (or the amount of net operat�ng loss carryforward or amount refundable �s reduced) for the amount of 
unrecogn�zed tax benef�t. 

The Interpretat�on presents numerous account�ng and report�ng challenges for reg�strants. For example, f�nanc�al 
statements must �nclude d�sclosures about unrecogn�zed tax benef�ts. (See below for cons�derat�on of �nclus�on of 
unrecogn�zed tax benef�ts �n the Management’s D�scuss�on and Analys�s (MD&A) schedule of contractual obl�gat�ons.) The 
SEC staff �s expected to cont�nue to closely scrut�n�ze the appl�cat�on of and d�sclosures related to Interpretat�on 48 and to 
�ssue a s�gn�f�cant number of comments on th�s top�c. 

Disclosures of Unrecognized Tax Benefits
One of the most controvers�al aspects of the Interpretat�on relates to d�sclosures of a company’s unrecogn�zed tax benef�ts. 
Paragraph 21(d) of the Interpretat�on requ�res that for tax pos�t�ons “for wh�ch �t �s reasonably poss�ble that the total 
amounts of unrecogn�zed tax benef�ts w�ll s�gn�f�cantly �ncrease or decrease w�th�n 12 months of the report�ng date,” 
compan�es must d�sclose:

(1) The nature of the uncerta�nty

(2) The nature of the event that could occur �n the next 12 months that would cause the change

(3) An est�mate of the range of the reasonably poss�ble change or a statement that an est�mate of the range cannot be made 

The SEC staff expects reg�strants to prov�de more transparent d�sclosures about reasonably poss�ble changes �n 
unrecogn�zed tax benef�ts. However, the FASB has not prov�ded further gu�dance on the acceptable level of aggregat�on 
of �nformat�on for these d�sclosures. Therefore, the SEC staff �s evaluat�ng reg�strants’ level of d�sclosure on a case-by-case 
bas�s.
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Examples of what reg�strants should d�sclose pursuant to paragraph 21(d) �nclude the follow�ng:

Informat�on related to scheduled exp�rat�on of the tax pos�t�on’s statute of l�m�tat�ons — A reg�strant should d�sclose 
th�s �nformat�on �f (1) the statute of l�m�tat�ons �s scheduled to exp�re w�th�n 12 months of the f�nanc�al statement’s 
date and (2) management bel�eves �t reasonably poss�ble that the statute’s exp�rat�on w�ll cause the total amounts of 
unrecogn�zed tax benef�ts to s�gn�f�cantly �ncrease or decrease.

S�gn�f�cant unrecogn�zed tax benef�ts for tax pos�t�ons that the reg�strant bel�eves w�ll be effect�vely settled on the bas�s 
of the gu�dance �n FSP FIN 48-1. 

The SEC staff may also ask about tax pos�t�ons d�sclosed �n pr�or years to ver�fy the reg�strant’s compl�ance w�th 
Interpretat�on 48. For example, the staff may refer to d�sclosures �n pr�or f�l�ngs �nd�cat�ng that the reg�strant had tax 
cont�ngency reserves and ask the reg�strant how �t appl�ed Interpretat�on 48 to those tax cont�ngenc�es.

Reg�strants should not forget the other d�sclosure requ�rements �n Interpretat�on 48, �nclud�ng the follow�ng d�sclosures 
from paragraph 21:

a. A tabular reconc�l�at�on of the total amounts of unrecogn�zed tax benef�ts . . . .

b. The total amount of unrecogn�zed tax benef�ts that, �f recogn�zed, would affect the effect�ve tax rate.

c. The total amounts of �nterest and penalt�es recogn�zed �n the statement of operat�ons and . . . the statement of f�nanc�al 
pos�t�on . . . .

d. A descr�pt�on of tax years that rema�n subject to exam�nat�on by major tax jur�sd�ct�ons.

In add�t�on, paragraph 20 of the Interpretat�on requ�res a company to d�sclose �ts “pol�cy on class�f�cat�on of �nterest and 
penalt�es.”

MD&A Considerations
Reg�strants are requ�red to �nclude �n the MD&A sect�on a tabular d�sclosure of all known contractual obl�gat�ons.1 
Accord�ng to d�scuss�ons at the Apr�l 17, 2007, SEC Regulat�ons Comm�ttee meet�ng, a reg�strant should �nclude l�ab�l�t�es 
for unrecogn�zed tax benef�ts �n the tabular d�sclosure of contractual obl�gat�ons �n MD&A �f �t can make reasonably rel�able 
est�mates about the l�ab�l�t�es’ per�od of cash settlement. For example, �f any Interpretat�on 48 l�ab�l�t�es are class�f�ed as 
current l�ab�l�t�es �n the reg�strant’s balance sheet, a reg�strant should �nclude that amount �n the “less than 1 year” column 
of �ts contractual obl�gat�ons table. S�m�larly, the contractual obl�gat�ons table should �nclude any noncurrent Interpretat�on 
48 l�ab�l�t�es for wh�ch the reg�strant can make a reasonably rel�able est�mate of the amount and per�od of related future 
payments (e.g., uncerta�n tax pos�t�ons subject to an ongo�ng exam�nat�on by the respect�ve tax�ng author�ty for wh�ch 
settlement �s expected to occur after the next operat�ng cycle). 

Often, however, the t�m�ng of future cash outflows assoc�ated w�th some Interpretat�on 48 l�ab�l�t�es �s h�ghly uncerta�n. 
For such l�ab�l�t�es, a reg�strant m�ght be unable to make reasonably rel�able est�mates of the per�od of cash settlement 
w�th the respect�ve tax�ng author�ty (e.g., unrecogn�zed tax benef�ts for wh�ch the statute of l�m�tat�ons m�ght exp�re 
w�thout exam�nat�on by the respect�ve tax�ng author�ty). In such cases, a reg�strant could exclude Interpretat�on 48 l�ab�l�t�es 
from the contractual obl�gat�ons table or d�sclose such amounts w�th�n an “other” column added to the table. If any 
Interpretat�on 48 l�ab�l�t�es are excluded from the contractual obl�gat�ons table or �ncluded �n an “other” column, a footnote 
to the table should d�sclose the amounts excluded and the reason for the exclus�on. 

•

•

1 SEC Regulat�on S-K, Item 303(a)(5).
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Reg�strants should also cons�der the adequacy of the�r cr�t�cal account�ng pol�cy d�sclosures relat�ng to �ncome taxes. 
The SEC staff def�nes a cr�t�cal account�ng pol�cy as one that (1) “�s �mportant to the portrayal of the company’s f�nanc�al 
cond�t�on and results” and (2) “requ�res management’s most d�ff�cult, subject�ve, or complex judgments.” The SEC staff 
focuses on the “�mportance of prov�d�ng �nvestors w�th an understand�ng about how management forms �ts judgments 
about future events, �nclud�ng the var�ables and assumpt�ons underly�ng the est�mates, and the sens�t�v�ty of those 
judgments to d�fferent c�rcumstances.” G�ven Interpretat�on 48’s recent �ssuance and the expected �ncreased scrut�ny 
assoc�ated w�th the account�ng for �ncome taxes, now may be a good t�me to look at whether the MD&A clearly portrays 
the s�gn�f�cance of management’s assumpt�ons about future events.  

2008 Update
Example of a Recent SEC Comment

• Real�zat�on of Deferred Tax Asset — We note that pre-tax �ncome s�gn�f�cantly decl�ned dur�ng f�scal year 2007 from f�scal year 
2006 pre-tax �ncome and from f�scal year 2005 pre-tax �ncome . . . . We further note that you have recogn�zed a pre-tax loss of 
$[XXX] m�ll�on for the n�ne-months ended September 30, 2008. In future f�l�ngs, please rev�se your d�sclosure here or �n cr�t�cal 
account�ng pol�c�es to prov�de a more deta�led explanat�on as to how you determ�ned �t �s more l�kely than not that you w�ll real�ze 
total deferred tax assets. 

Income Taxes
The SEC staff frequently �ssues comments to reg�strants regard�ng the�r assessment of the real�zab�l�ty of deferred tax assets. 
Statement 109 requ�res that deferred tax assets be reduced by a valuat�on allowance “�f, based on the we�ght of ava�lable 
ev�dence, �t �s more l�kely than not (a l�kel�hood of more than 50 percent) that some port�on or all of the deferred tax assets 
w�ll not be real�zed. The valuat�on allowance should be suff�c�ent to reduce the deferred tax asset to the amount that �s 
more l�kely than not to be real�zed.” 

At the 2008 AICPA Conference, Mr. Steven Jacobs, assoc�ate ch�ef accountant �n the SEC’s D�v�s�on of Corporat�on F�nance, 
recommended that ent�t�es d�sclose, �n the cr�t�cal account�ng est�mates sect�on of MD&A, a d�scuss�on about the effect 
that the current econom�c env�ronment �s hav�ng on the real�zat�on assessments of the�r deferred tax asset balances. 
Spec�f�cally, Mr. Jacobs recommended that ent�t�es d�sclose:

How cumulat�ve losses �n recent years, or cumulat�ve losses expected �n future per�ods, affect the real�zab�l�ty of 
deferred tax assets.

Factors that were cons�dered �n each fore�gn, federal, or state jur�sd�ct�on (e.g., a certa�n jur�sd�ct�on may have a un�que 
rule on the carryforward of net operat�ng losses).

New ev�dence obta�ned (e�ther pos�t�ve or negat�ve) that affects the valuat�on of deferred tax assets (e.g., new tax-
plann�ng strateg�es).

Uncerta�nt�es that could affect the real�zat�on of deferred tax assets.

Mr. Jacobs adv�sed that when an ent�ty adjusts a valuat�on allowance for a deferred tax asset, the ent�ty should d�sclose 
the tr�gger�ng event or new ev�dence lead�ng to the adjustment as well as the effect on current and future results. He also 
stated that ent�t�es should cons�der prov�d�ng early-warn�ng d�sclosures �n MD&A (see Regulat�on S-K, Item 303(a)(3)(��)) and 
�n the notes to the f�nanc�al statements (see SOP 94-6) �f an �ncrease to the valuat�on allowance �s reasonably l�kely �n the 
near future. (For add�t�onal �nformat�on, see Delo�tte’s Heads Up on the 2008 AICPA Conference.)

•

•

•

•

http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D240086%2C00.html
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Uncertain Tax Positions
In add�t�on to comment�ng on the suff�c�ency of Interpretat�on 48 paragraph 21(d) d�sclosures, the staff �s cont�nu�ng to 
closely scrut�n�ze reg�strants’ d�sclosures under paragraph 21(c). Paragraph 21(c) requ�res reg�strants to d�sclose “[t]he total 
amounts of �nterest and penalt�es recogn�zed �n the statement of operat�ons and the total amounts of �nterest and penalt�es 
recogn�zed �n the statement of f�nanc�al pos�t�on . . . .” 

For more �nformat�on about d�sclosures requ�red under paragraph 21(d) of Interpretat�on 48, see the D�sclosures of 
Unrecogn�zed Tax Benef�ts sect�on above. 

Other Deloitte Resources
• Uncerta�nty �n Income Taxes: A Roadmap to Apply�ng Interpretat�on 48.

• F�nanc�al Report�ng Alert 08-18, “Effect of Statement 141(R) on Income Tax Account�ng.”

• F�nanc�al Report�ng Alert 08-6, “Recent Tax Rul�ng Requ�res Ent�t�es to Recons�der The�r Tax Pos�t�ons Related to Execut�ve 
Compensat�on.”

• F�nanc�al Report�ng Alert 08-5, “FASB Expands the Scope of the Interpretat�on 48 Deferral.”

• January 29, 2008, Heads Up, “Tax Accrual Workpapers — Caught Between a Rock and a Hard Place.”

http://www.deloitte.com/us/RoadmapFIN48
http://www.deloitte.com/dtt/alert/0,1001,sid%253D109074%2526cid%253D237327,00.html
http://www.deloitte.com/dtt/alert/0,1001,sid%253D2002%2526cid%253D193394,00.html
http://www.deloitte.com/dtt/alert/0,1001,sid%253D2002%2526cid%253D193394,00.html
http://www.deloitte.com/dtt/alert/0,1001,sid%253D109074%2526cid%253D188072,00.html
http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D188963%2C00.html
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Investments
Examples of Recent SEC Comments

• OTTI — For each secur�ty that exper�enced cred�t decl�nes, please tell us the spec�f�c factors that led to your conclus�on that the 
unreal�zed losses were not other-than-temporary . . . . 

• OTTI — Please g�ve us a deta�led understand�ng of how you reached the determ�nat�on that such secur�t�es have not been �mpa�red 
under the gu�dance �n SFAS 115 and �n l�ght of recent events �n the market wh�ch �ncludes s�gn�f�cant pr�c�ng pressure on lesser 
qual�ty secur�t�es as well as �ll�qu�d�ty. 

• OTTI — Please tell us and rev�se future f�l�ngs to descr�be �n greater deta�l: (1) the spec�f�c nature and cred�t r�sk character�st�cs of 
the mortgage-backed secur�t�es that were �mpa�red, (2) the reasons for the t�m�ng of the recogn�t�on of an �mpa�rment charge 
�n [2007] and why [an �mpa�rment was] not [recogn�zed] �n pr�or annual or �nter�m per�ods, and (3) the methodology used 
to determ�ne there were no add�t�onal other-than-temporary �mpa�rments charges related to other secur�t�es w�th s�m�lar r�sk 
character�st�cs �n the rema�n�ng portfol�o. 

• OTTI — The d�scuss�on of how the company accounts for �ts [�nvestments] when they are cons�dered to be [temporar�ly] �mpa�red 
should be expanded to address how the company assesses whether or not there has been an other-than-temporary �mpa�rment of 
the [�nvestments] and �f such �s �dent�f�ed, the subsequent account�ng. 

• OTTI — It appears that the other-than-temporary �mpa�rment on your �nvestments . . . s�gn�f�cantly affected your �ncome for the 
per�ods then ended. S�nce you cont�nue to have s�gn�f�cant unreal�zed losses . . ., please prov�de us the follow�ng �nformat�on �n a 
d�sclosure-type format: (1) descr�be the c�rcumstances g�v�ng r�se to the loss, (2) descr�be whether, and how, those c�rcumstances 
�mpact other mater�al �nvestments held, and (3) expla�n why you bel�eve that the fa�r value w�ll �ncrease enough for you to recover 
your cost. 

• OTTI — [Please] d�sclose the follow�ng as �t relates to secur�t�es w�th an unreal�zed loss: (1) descr�be the r�sks and uncerta�nt�es 
�nherent �n the [other-than-temporary �mpa�rment] assessment methodology, �nclud�ng the �mpact on future earn�ngs and f�nanc�al 
pos�t�on should management later conclude that the decl�ne �s other-than-temporary, (2) d�sclose the percentage of the fa�r value 
of secur�t�es and unreal�zed losses that are non-�nvestment grade and the secur�t�es that are not rated, and (3) �dent�fy the type, 
carry�ng value, and unreal�zed loss of �nd�v�dual mater�al underwater secur�t�es. 

• OTTI — Please expla�n to us the bas�s for your bel�ef that, as of [the balance sheet date], your auct�on-rate-secur�t�es were not 
�mpa�red. If part of your support �s that a decl�ne �n fa�r value below amort�zed cost bas�s of the secur�t�es was judged to be 
temporary, expla�n to us how you made th�s determ�nat�on. 

• OTTI: Intent and Ab�l�ty — Tell us the bas�s for your conclus�on that you had the �ntent and ab�l�ty to hold these secur�t�es to the 
earl�er of the recovery of the losses or matur�ty. 

• OTTI: Intent and Ab�l�ty — Please tell us the s�gn�f�cant events that occurred subsequent to [the balance sheet date] wh�ch changed 
your �ntent�ons to hold ava�lable-for-sale secur�t�es �n an unreal�zed loss pos�t�on to the earl�er of recovery of losses or matur�ty. 

• OTTI: Intent and Ab�l�ty — Please prov�de us w�th a t�mel�ne of facts and c�rcumstances related to your dec�s�on to sell . . . ava�lable-
for-sale secur�t�es [at a loss]. Please prov�de us the appl�cable presentat�ons and m�nutes of all appl�cable board of d�rectors 
meet�ngs, asset and l�ab�l�ty comm�ttee meet�ngs and any other pert�nent meet�ngs �n wh�ch the dec�s�on to sell the secur�t�es was 
d�scussed. 

• OTTI: Intent and Ab�l�ty — For secur�t�es that you sold dur�ng the year at a loss, d�sclose: (1) the amount of the loss recorded and 
the fa�r value at the sales date, (2) facts and c�rcumstances g�v�ng r�se to the loss and the sale, (3) the per�od of t�me that the 
secur�ty had been cont�nuously �n an unreal�zed loss pos�t�on, and (4) why that sale does not contrad�ct your assert�on regard�ng 
your ab�l�ty and �ntent to hold secur�t�es w�th unreal�zed losses unt�l they mature or recover �n value.

On the subject of �nvestments, the SEC staff often comments on a reg�strant’s analys�s of whether unreal�zed losses on cost, 
ava�lable-for-sale, or held-to-matur�ty secur�t�es represent other-than-temporary �mpa�rments (OTTIs). The staff may request 
a reg�strant to prov�de support for �ts conclus�on that unreal�zed losses are temporary. Moreover, the staff has requested 
that reg�strants d�sclose how they determ�ned the fa�r value of the�r �nvestments, �nclud�ng the amount of any �mpa�rment 
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loss (�f not d�sclosed separately). In add�t�on, the staff has requested d�sclosure of whether the �nvestments have been 
subsequently sold and, �f so, the ga�n or loss recogn�zed upon sale. The staff may also ask whether the �mpa�rment was 
recorded �n the appropr�ate per�od. See SAB Top�c 5.M for more �nformat�on about other-than-temporary losses and 
�mportant factors that a company should cons�der when evaluat�ng �mpa�rment of �nvestments �n secur�t�es.

The SEC staff has s�gn�f�cantly �ncreased �ts focus on OTTI, pr�mar�ly because of the prolonged deter�orat�on �n the cred�t 
markets (see the Fa�r Value and Turmo�l �n the Cred�t Markets sect�on for more �nformat�on about SEC comments related 
to the cred�t cr�s�s) and the s�gn�f�cant decl�ne �n value of many �nvestments over the past 18 months (e.g., asset-backed 
secur�t�es, mortgage-backed secur�t�es, auct�on rate secur�t�es, corporate debt, perpetual preferred stock, equ�ty secur�t�es). 

The SEC staff has frequently asked reg�strants to d�sclose (or to prov�de documentat�on support�ng) how they concluded 
that an �nvestment w�th a fa�r value below amort�zed cost �s not other-than-temporar�ly �mpa�red. In certa�n cases, as 
�llustrated �n the examples above, the SEC staff has requested deta�led support�ng documentat�on, �nclud�ng the (1) nature 
and character�st�cs of the �nvestment, (2) c�rcumstances or reasons for the loss, and (3) methods the reg�strant used and 
factors the reg�strant cons�dered �n conclud�ng that the �nvestment �s only temporar�ly �mpa�red. In recent months, the 
SEC staff has part�cularly focused on �mpa�rment cons�derat�ons related to �nvestments �n auct�on rate secur�t�es and debt 
backed by subpr�me mortgage loans. 

At the 2008 AICPA Conference, James Kroeker, deputy ch�ef accountant �n the SEC’s Off�ce of the Ch�ef Accountant, 
addressed quest�ons on determ�n�ng when an �nvestment �s other-than-temporar�ly �mpa�red. He stated that because the 
SEC has no “br�ght l�nes” or “safe harbors,” the determ�nat�on must be based on �nd�v�dual facts and c�rcumstances. He 
referred part�c�pants to the September 30, 2008, press release from the SEC’s Off�ce of the Ch�ef Accountant and the FASB 
staff, “Clar�f�cat�ons on Fa�r Value Account�ng,” for further gu�dance on the SEC’s v�ews. (For add�t�onal �nformat�on, see 
Delo�tte’s Heads Up on the 2008 AICPA Conference.)

Under Statement 115 and SAB Top�c 5.M, when a reg�strant bel�eves that an �mpa�red �nvestment w�ll recover �n value  
(�.e., the decl�ne �n value of the secur�ty �s not related to deter�orat�on �n the cred�t qual�ty of the �ssuer), the reg�strant 
must, to avo�d recogn�z�ng an OTTI, have the �ntent and ab�l�ty to cont�nue hold�ng the �nvestment for a suff�c�ent per�od to 
allow for an ant�c�pated recovery �n market value. Because th�s assert�on often �s subject�ve and depends on management’s 
representat�on, the SEC staff has commonly asked a reg�strant that sells an �mpa�red �nvestment at a loss to descr�be what 
occurred after �ts prev�ous assert�on that const�tutes a change �n �ts �ntent or ab�l�ty to cont�nue hold�ng an �nvestment unt�l 
recovery. 

Other Deloitte Resources
• F�nanc�al Report�ng Alert 08-17, “Account�ng Cons�derat�ons Related to Redempt�on Restr�ct�ons on Money Market Funds.”

• F�nanc�al Report�ng Alert 08-16, “SEC Issues Letter Clar�fy�ng Other-Than-Temporary Impa�rment Gu�dance for Perpetual Preferred 
Secur�t�es.”

• F�nanc�al Report�ng Alert 08-15, “The Impact of the Emergency Econom�c Stab�l�zat�on Act on the Assessment of Other-Than-
Temporary Impa�rment.”

• F�nanc�al Report�ng Alert 08-13, “Account�ng Cons�derat�ons for Settlement Agreements Related to Auct�on Rate Secur�t�es.”

• F�nanc�al Report�ng Alert 08-2, “Auct�on Rate Secur�t�es Warrant Scrut�ny for Impa�rment.”

• January 16, 2009, Heads Up, “Benef�c�al Gu�dance — FASB Issues Amendments to OTTI Model for Certa�n Investments �n 
Secur�t�zat�ons.”

• January 9, 2009, Heads Up, “Study F�nal�zed on Mark-to-Market Account�ng.”

• December 22, 2008, Heads Up, “FASB Proposes Gu�dance on Other-Than-Temporary Impa�rments and D�scusses Plans for Other 
F�nanc�al Instrument Projects.”

• October 14, 2008, Heads Up, “Cons�derat�ons Regard�ng the Emergency Econom�c Stab�l�zat�on Act of 2008.”

http://www.sec.gov/news/press/2008/2008-234.htm
http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D240086%2C00.html
http://www.deloitte.com/us/FRAlert08-17
http://www.deloitte.com/us/FRAlert08-16
http://www.deloitte.com/us/FRAlert08-16
http://www.deloitte.com/us/FRAlert08-15
http://www.deloitte.com/us/FRAlert08-15
http://www.deloitte.com/dtt/alert/0,1001,sid%253D109074%2526cid%253D226674,00.html
http://www.deloitte.com/us/FRAlert08-2
http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D243079%2C00.html
http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D243079%2C00.html
http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D241902%2C00.html
http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D240453%2C00.html
http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D240453%2C00.html
http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D228374%2C00.html
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Loan Loss Reserves
Examples of Recent SEC Comments

• Mod�f�cat�ons to the Method Used �n Determ�n�ng the Allowance for Loan Losses — We note that . . . you mod�f�ed your 
methodology for determ�n�ng your allowance for loan losses. Please . . . clearly d�sclose the spec�f�c mod�f�cat�ons made to your 
methodology and quant�fy the �mpact that such a change had on the level of your allowance. 

• Changes �n Loss Assumpt�ons — Please tell us why you �ncreased your cred�t loss assumpt�ons from [X]% to [Y]%. Please prov�de us 
w�th a t�mel�ne of events that occurred that caused you to �ncrease the loss rate and the c�rcumstances that led you to reevaluate 
your cred�t losses. To the extent your pr�or cred�t loss assumpt�on was revealed to be low by subsequent charge-offs, please expla�n 
why the cred�t loss assumpt�on was not adjusted pr�or to [the] charge-off. 

• Cons�derat�on of Negat�ve Trends — We note that [XX]% of your loan portfol�o �s concentrated �n X, however, your d�scuss�on �n 
MD&A w�th regards to your allowance for loan losses does not address your cons�derat�on of the deter�orat�ng market, t�ghten�ng 
of cred�t standards and decrease �n sh�pments on your loan portfol�o or your allowance for loan losses. We further note that 
there have been s�gn�f�cant decl�nes �n sales �n your [other] markets, however, �t �s unclear how much of your loan portfol�o �s 
concentrated �n those states. Please tell us and d�sclose the �mpact th�s geograph�c concentrat�on �n X has on your portfol�o, 
cons�der�ng the recent decl�ne �n the real estate market, how much of your portfol�o �s concentrated �n [those states] and how the 
decl�ne �n these states has �mpacted your loan portfol�o and related allowance and how you plan to m�t�gate any r�sk to reduce 
your exposure to these concentrat�ons and the recent decl�ne �n the real estate market. 

Determ�n�ng the appropr�ate amount to recogn�ze as an allowance for loan losses �s one of the most s�gn�f�cant and 
subject�ve est�mates �n the f�nanc�al statements of reg�strants that lend to or f�nance the act�v�t�es of others. Consequently, 
reg�strants are expected to employ a systemat�c and well-documented method for ma�nta�n�ng the appropr�ate level of 
allowance for loan losses. The SEC staff regularly quest�ons reg�strants about the method and assumpt�ons they used �n 
est�mat�ng the allowance for loan losses. Paragraph 13(b) of SOP 01-6 requ�res that a reg�strant d�sclose “a descr�pt�on 
of the account�ng pol�c�es and methodology [that the reg�strant] used to est�mate �ts allowance for loan losses . . . . Such 
a descr�pt�on should �dent�fy the factors that �nfluenced management’s judgment (for example, h�stor�cal losses and 
ex�st�ng econom�c cond�t�ons) and may also �nclude d�scuss�on of r�sk elements relevant to part�cular categor�es of f�nanc�al 
�nstruments.” 

Modifications to the Method for Determining the Allowance for Loan Losses
The SEC’s �nterpret�ve response to Quest�on 14 of SAB Top�c 6.L states, “The staff normally would expect that, �f the 
methodology [for determ�n�ng the allowance for loan losses] �s changed . . . , documentat�on that descr�bes and supports 
the change would be ma�nta�ned.” In a manner cons�stent w�th SAB Top�c 6.L, the SEC staff commonly requests that the 
reg�strant prov�de the follow�ng �nformat�on when the method for determ�n�ng the allowance for loan losses �s mod�f�ed:

The nature of and reason for the mod�f�cat�on.

The spec�f�c mod�f�cat�on(s) made. 

The support for why the mod�f�cat�on �s necessary. 

The support for why the mod�f�cat�on �s expected to result �n a more appropr�ate allowance. 

The �mpact of the mod�f�cat�on on the level of the allowance for loan losses. 

In �ts comments on mod�f�cat�ons to the method for determ�n�ng the allowance for loan losses, the SEC staff commonly 
c�tes the gu�dance �n SAB Top�c 6.L and Chapter 9 of the AICPA Aud�t and Account�ng Gu�de Depos�tory and Lend�ng 
Inst�tut�ons.

•

•

•

•

•
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Changes in Loss Assumptions 
The SEC staff frequently asks reg�strants to d�sclose more deta�led �nformat�on about changes �n loss assumpt�ons. In 
part�cular, reg�strants are commonly requested to tell the staff, or d�sclose �n the notes to the f�nanc�al statements, why 
loss assumpt�ons changed, �nclud�ng what events or c�rcumstances occurred that caused the change. If a reg�strant adjusts 
a loss assumpt�on for changes �n env�ronmental factors (e.g., �ncreased del�nquency rates w�th�n a part�cular geograph�c 
reg�on), the SEC staff expects the reg�strant to ma�nta�n suff�c�ent, object�ve ev�dence that supports the adjustment 
(�nclud�ng support of the amount of the adjustment(s)) and that expla�ns why the adjustment �s necessary to reflect current 
�nformat�on, events, and c�rcumstances.1 Examples of common quest�ons asked by the SEC staff �nclude: 

Please prov�de your analys�s that resulted �n the adjustment to the loss rates for the affected loan portfol�o.

Please prov�de us w�th a t�mel�ne of events or c�rcumstances that led you to change your loss assumpt�ons.

Please �nclude a d�scuss�on of the spec�f�c assumpt�ons that have changed �n connect�on w�th perform�ng your 
�mpa�rment analys�s. 

In add�t�on to quest�ons regard�ng changes �n loss assumpt�ons, to the extent that a pr�or-per�od loss assumpt�on was 
revealed to be low on the bas�s of subsequent charge-offs, the SEC staff commonly requests that the reg�strant expla�n �n 
deta�l why the loss assumpt�on was not adjusted before the actual charge-off. In part�cular, the SEC staff often �s �nterested 
�n understand�ng what caused the charge-off to exceed the or�g�nal loss assumpt�ons and why the charge-off was taken �n 
the current per�od rather than �n a pr�or per�od. 

Considerations of Negative Trends 
As a result of the deter�orat�on �n the cred�t markets, the SEC staff expects reg�strants to d�sclose the effect of negat�ve 
trends (e.g., a downturn �n a part�cular �ndustry or geograph�c reg�on) on the�r �mpa�rment analys�s. In part�cular, the staff 
commonly requests that reg�strants more clearly expla�n the effect of current trends on spec�f�c loan loss assumpt�ons. 
Examples of common quest�ons asked by the SEC staff �nclude:

Please tell us and rev�se future f�l�ngs to expla�n how your allowance and prov�s�ons are d�rect�onally cons�stent w�th 
changes �n asset qual�ty. 

Please quant�fy and expla�n how actual changes and expected trends �n nonperform�ng loans affected your allowance 
for loan losses. 

Please tell us and d�sclose the �mpact geograph�c concentrat�on has on your portfol�o, cons�der�ng the recent decl�ne �n 
the real estate market. 

SAB Top�c 6.L addresses current trends �n the determ�nat�on of the appropr�ate loan loss assumpt�ons. Spec�f�cally, the 
�nterpret�ve response to Quest�on 2 of SAB Top�c 6.L.4 states: 

In develop�ng loss measurements, reg�strants should cons�der the �mpact of current env�ronmental factors and then document 
wh�ch factors were used �n the analys�s and how those factors affected the loss measurements. Factors that should be cons�dered �n 
develop�ng loss measurements �nclude the follow�ng: 

• Levels of and trends �n del�nquenc�es and �mpa�red loans; 

• Levels of and trends �n charge-offs and recover�es; 

• Trends �n volume and terms of loans; 

•

•

•

•

•

•

1 See the �nterpret�ve response to Quest�on 2 of SAB Top�c 6.L.4.
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• Effects of any changes �n r�sk select�on and underwr�t�ng standards, and other changes �n lend�ng pol�c�es, procedures, and 
pract�ces; 

• Exper�ence, ab�l�ty, and depth of lend�ng management and other relevant staff; 

• Nat�onal and local econom�c trends and cond�t�ons; 

• Industry cond�t�ons; and 

• Effects of changes �n cred�t concentrat�ons. 
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Examples of SEC Comments

• Results of Operat�ons — Please rev�se your d�sclosure to quant�fy the var�ous reasons g�ven for changes �n your revenue and 
expense l�ne �tems.

• Results of Operat�ons — Please rev�se the d�scuss�on of your results of operat�ons to �nd�cate whether the changes represent trends 
expected to cont�nue �nto the future. Also d�scuss any other known trends, demands, comm�tments, events or uncerta�nt�es that 
w�ll, or are reasonably l�kely to have, a mater�al effect on f�nanc�al cond�t�on and/or operat�ng performance.

• Contractual Obl�gat�ons — Please rev�se the table of contractual obl�gat�ons to �nclude est�mated �nterest payments on your 
debt and post ret�rement benef�t payments. Because the table �s a�med at �ncreas�ng transparency of cash flow, we bel�eve these 
payments should be �ncluded �n the table. Please also d�sclose any assumpt�ons you made to der�ve these amounts. 

• Cr�t�cal Account�ng Pol�c�es — We see no d�scuss�on of any spec�f�c judgments or uncerta�nt�es assoc�ated w�th your cr�t�cal 
account�ng pol�c�es that would ass�st readers �n assess�ng the pred�ct�ve value of your reported f�nanc�al �nformat�on.

See the Fa�r Value and the Turmo�l �n the Cred�t Markets sect�on for �nformat�on about a sample letter the SEC staff sent to 
several reg�strants that have exposure to off-balance-sheet ent�t�es. The letter �ncludes d�sclosures that reg�strants may want 
to cons�der �n prepar�ng the�r MD&A.

Results of Operations
Regard�ng the “results of operat�ons” sect�on of MD&A, the SEC staff frequently comments on how reg�strants can �mprove 
the�r d�scuss�on and analys�s of known trends, demands, comm�tments, events, and uncerta�nt�es, as well as on how they 
can prov�de better forward-look�ng �nformat�on. Th�s d�scuss�on and analys�s �s cruc�al to understand�ng the qual�ty of, and 
potent�al var�ab�l�ty �n, a company’s earn�ngs and cash flows, as well as the extent to wh�ch reported results are �nd�cat�ve of 
future performance. A determ�nat�on of whether such d�sclosure �s requ�red generally should �nclude:

Cons�derat�on of f�nanc�al, operat�onal, and other �nformat�on.

Ident�f�cat�on of known trends and uncerta�nt�es.

Assessment of whether these trends and uncerta�nt�es w�ll have, or are reasonably l�kely to have, a mater�al �mpact on 
the company’s f�nanc�al cond�t�on and operat�ng performance.

Quant�tat�ve d�sclosure of the effects of known trends and uncerta�nt�es should be cons�dered �f such �nformat�on �s mater�al 
and reasonably ava�lable.

In add�t�on, many SEC staff comments on the results of operat�ons sect�on of MD&A deal w�th quant�tat�ve analyses. The 
staff expects reg�strants to quant�fy, �n the�r narrat�ve explanat�ons, spec�f�c reasons for the fluctuat�ons for year-to-year or 
per�od-to-per�od changes, part�cularly when mult�ple factors are contr�but�ng to such changes. 

Liquidity and Capital Resources
The SEC staff has commented that reg�strants often have not �ncluded �ns�ghtful, forward-look�ng d�sclosure �n MD&A. 
The comments frequently request reg�strants to prov�de more mean�ngful analys�s of h�stor�cal sources and uses of cash. 
In add�t�on, reg�strants must d�sclose s�gn�f�cant developments �n l�qu�d�ty or cap�tal resources that occur after the balance 
sheet date. 

•

•

•

Management’s Discussion and Analysis
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Contractual Obligations
The SEC staff cont�nues to �ssue comments on the contractual obl�gat�ons table and the assoc�ated notes and d�sclosures. 
Such comments typ�cally focus on (1) a reg�strant’s om�ss�on of mater�al obl�gat�ons, such as �nterest payments on debt, 
pens�on obl�gat�ons, and uncerta�n tax pos�t�on l�ab�l�t�es, and (2) om�ss�on of d�sclosure of the terms of obl�gat�ons, such as 
purchase obl�gat�ons. (See the Income Taxes and Uncerta�n Tax Pos�t�ons sect�on for more �nformat�on about Interpretat�on 
48 l�ab�l�t�es and the contractual obl�gat�ons table.) To the extent that the obl�gat�ons cannot be quant�f�ed, the SEC staff 
expects reg�strants to d�sclose �nformat�on necessary for �nvestors and users to understand the nature and extent of the 
reg�strant’s obl�gat�ons.

Critical Accounting Policies
Th�s sect�on of MD&A should focus only on those f�nanc�al statement �tems that requ�re s�gn�f�cant management est�mates 
and judgment. Reg�strants should not s�mply copy the�r account�ng pol�cy d�sclosure from the footnotes to the f�nanc�al 
statements. Instead, the SEC staff expects d�scuss�on and analys�s of mater�al uncerta�nt�es assoc�ated w�th the methods 
and assumpt�ons underly�ng each cr�t�cal account�ng est�mate. 

Reg�strants should �nclude an analys�s of the sens�t�v�ty of est�mates to change on the bas�s of outcomes that are reasonably 
l�kely to occur and that would have a mater�al effect. The sens�t�v�ty analys�s should be quant�tat�ve �f such �nformat�on �s 
reasonably ava�lable.

Supplemental MD&A Based on Pro Forma Financial Information
Wh�le supplemental d�sclosures based on pro forma f�nanc�al �nformat�on are not requ�red, at the 2007 AICPA Conference, 
Mr. Steven Jacobs, assoc�ate ch�ef accountant �n the SEC’s D�v�s�on of Corporat�on F�nance, stated that supplemental 
MD&A may more relevantly and fully address trends and changes �n reg�strants’ results of operat�ons.1 He �nd�cated 
that supplemental MD&A d�sclosures based on pro forma f�nanc�al �nformat�on may be mean�ngful �n the follow�ng 
c�rcumstances: 

When a reg�strant acqu�res a large bus�ness. 

When a change �n a reg�strant’s bas�s because of push-down account�ng results �n the presentat�on of predecessor and 
successor results.

When a newly formed ent�ty acqu�res an operat�ng company �n a leveraged buyout transact�on.

Mr. Jacobs �nd�cated that �n determ�n�ng whether to �nclude supplemental pro forma MD&A, reg�strants should cons�der all 
the facts and c�rcumstances assoc�ated w�th the transact�on, the nature of pro forma adjustments, and the overall relevance 
of the supplemental d�scuss�on. For add�t�onal �nformat�on about Mr. Jacobs’s remarks, see Delo�tte’s Heads Up on the 
2007 AICPA Conference. See also SEC Interpret�ve Release, Comm�ss�on Gu�dance Regard�ng Management’s D�scuss�on and 
Analys�s of F�nanc�al Cond�t�on and Results of Operat�ons.

•

•

•

1 The supplemental MD&A presentat�on �s �n add�t�on to, and not �n l�eu of, the h�stor�cal MD&A d�scuss�on.

http://www.deloitte.com/us/HeadsUp20Dec07
http://www.sec.gov/rules/interp/33-8350.htm
http://www.sec.gov/rules/interp/33-8350.htm
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2008 Update
Examples of Recent SEC Comments

• Cr�t�cal Account�ng Pol�c�es — We bel�eve your d�sclosure regard�ng cr�t�cal account�ng est�mates could be �mproved to better 
expla�n the judgments and uncerta�nt�es surround�ng each est�mate and the potent�al �mpact on your f�nanc�al statements. We 
bel�eve �n order to meet the pr�nc�pal object�ves of MD&A you should rev�se your d�sclosure to enable an �nvestor to understand  
1) management’s method for establ�sh�ng the est�mate; 2) to what extent and why management has adjusted �ts assumpt�ons used 
to determ�ne the est�mate from the assumpt�ons used �n the �mmed�ately preced�ng per�od and 3) the potent�al var�ab�l�ty �n the 
most recent est�mate and the �mpact th�s var�ab�l�ty may have on reported results, f�nanc�al cond�t�on and l�qu�d�ty. If the changes �n 
est�mates have not h�stor�cally been mater�al, please d�sclose th�s fact.

• Off-Balance-Sheet Arrangements — We do not see where you have prov�ded the �nformat�on requ�red by Item 303(a)(4) of 
Regulat�on S-K. Please tell us �f you have any off-balance-sheet arrangements that have or are reasonably l�kely to have a current 
or future effect on your f�nanc�al cond�t�on, changes �n f�nanc�al cond�t�on, revenues or expenses, results of operat�ons, l�qu�d�ty, 
cap�tal expend�tures or cap�tal resources. Rev�se future f�l�ngs to �nclude the d�sclosures requ�red by Item 303(a)(4) of Regulat�on S-K.

Critical Accounting Policies
The SEC staff cont�nues to comment on reg�strants’ cr�t�cal account�ng pol�cy d�sclosures. To prov�de comprehens�ve and 
mean�ngful d�sclosures, management should cons�der d�sclos�ng the follow�ng �tems �n the “cr�t�cal account�ng pol�c�es” 
sect�on of MD&A: 

How cr�t�cal account�ng est�mates are determ�ned.

How accurate the est�mates or assumpt�ons have been �n the past.

How much the est�mates or assumpt�ons have changed.

What dr�vers are affect�ng var�ab�l�ty.

What est�mates or assumpt�ons are reasonably l�kely to change �n the future.

See the Fa�r Value and the Turmo�l �n the Cred�t Markets sect�on for �nformat�on about letters sent by the SEC’s D�v�s�on 
of Corporat�on F�nance �n March and September 2008 to certa�n reg�strants concern�ng add�t�onal MD&A d�sclosure 
cons�derat�ons regard�ng fa�r value. 

Off-Balance-Sheet Arrangements
The SEC staff cont�nues to focus on the requ�rement that reg�strants �nclude a d�scuss�on of off-balance-sheet arrangements 
�n a separately capt�oned sect�on �n MD&A. The d�scuss�on should conta�n �nformat�on that the reg�strant bel�eves �nvestors 
must understand concern�ng the mater�al effects of these arrangements, �nclud�ng the follow�ng:

Nature and bus�ness purpose of the arrangement.

Importance of the arrangement.

F�nanc�al �mpact of the arrangement and exposure to r�sk as a result of the arrangement.

Known events, demands, comm�tments, trends, or uncerta�nt�es that affect the ava�lab�l�ty or benef�t of the 
arrangement.

•

•

•

•

•

•

•

•

•
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SEC Staff Remarks at the 2008 AICPA Conference 
At the 2008 AICPA Conference, several SEC staff members d�scussed the �mportance of the l�qu�d�ty and cr�t�cal account�ng 
pol�c�es sect�ons of MD&A �n the current market env�ronment as well as factors reg�strants should cons�der �n prepar�ng 
the�r upcom�ng f�l�ngs. For add�t�onal �nformat�on about MD&A-related comments made at the Conference, see the 
follow�ng sect�ons of th�s publ�cat�on:

2008 Update of Bus�ness Comb�nat�ons, Long-L�ved Assets, and Impa�rments.

Debt. 

2008 Update of Fa�r Value and the Turmo�l �n the Cred�t Markets. 

Income Taxes and Uncerta�n Tax Pos�t�ons.

Also see Delo�tte’s Heads Up on the 2008 AICPA Conference.

Other Deloitte Resources
• F�nanc�al Report�ng Alert 08-10, “SEC Adv�ses Reg�strants to Further Expla�n Fa�r Value �n MD&A — An Addendum to the March 

2008 SEC Letter.”

• F�nanc�al Report�ng Alert 08-7, “SEC Adv�ses Reg�strants to Further Expla�n Fa�r Value �n MD&A.”

• F�nanc�al Report�ng Alert 08-4, “Turmo�l �n the Cred�t Markets: The Importance of Comprehens�ve and Informat�ve D�sclosures.”

•

•

•

•

http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D240086%2C00.html
http://www.deloitte.com/us/FRAlert08-10
http://www.deloitte.com/us/FRAlert08-10
http://www.deloitte.com/us/FRAlert08-7
http://www.deloitte.com/us/FRAlert08-4
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Non-GAAP Measures
As def�ned �n SEC F�nal Rule Release 33-8176, a non-GAAP f�nanc�al measure �s a “numer�cal measure of a reg�strant’s 
h�stor�cal or future f�nanc�al performance, f�nanc�al pos�t�on, or cash flows that” �ncludes or excludes amounts that are not 
part of the most d�rectly comparable GAAP measure. The SEC staff’s comments on th�s top�c pr�mar�ly focus on the level 
of a company’s d�sclosure. Wh�le the staff may quest�on the �nclus�on of non-GAAP measures �n f�l�ngs, �t does not proh�b�t 
such �nclus�on prov�ded that a company has also �ncluded the requ�red d�sclosures, part�cularly d�sclosures demonstrat�ng 
the purpose of the measures and the�r usefulness to �nvestors. Paragraph (e)(1)(�) of Regulat�on S-K, Item 10, states that the 
follow�ng �nformat�on should accompany a company’s d�sclosure of non-GAAP measures: 

• A presentat�on, w�th equal or greater prom�nence, of the most d�rectly comparable f�nanc�al measure or measures calculated 
and presented �n accordance w�th Generally Accepted Account�ng Pr�nc�ples (GAAP);

• A reconc�l�at�on (by schedule or other clearly understandable method), wh�ch shall be quant�tat�ve for h�stor�cal non-GAAP 
f�nanc�al measures presented, and quant�tat�ve, to the extent ava�lable w�thout unreasonable efforts, for forward-look�ng 
�nformat�on, of the d�fferences between the non-GAAP f�nanc�al measure d�sclosed or released w�th the most d�rectly 
comparable f�nanc�al measure or measures calculated and presented �n accordance w�th GAAP . . . ; 

• A statement d�sclos�ng the reasons why the reg�strant’s management bel�eves that presentat�on of the non-GAAP f�nanc�al 
measure prov�des useful �nformat�on to �nvestors regard�ng the reg�strant’s f�nanc�al cond�t�on and results of operat�ons; and

• To the extent mater�al, a statement d�sclos�ng the add�t�onal purposes, �f any, for wh�ch the reg�strant’s management uses the 
non-GAAP f�nanc�al measure that are not [otherw�se] d�sclosed.

2008 Update
Examples of Recent SEC Comments

• We note that you refer to certa�n non-GAAP f�nanc�al �nformat�on as “pro forma” results. The pro forma term�nology has very 
spec�f�c mean�ng �n account�ng l�terature, as �nd�cated by Art�cle 11 of Regulat�on S-X. In future f�l�ngs, please do not use t�tles or 
descr�pt�ons for your non-GAAP f�nanc�al measures that are the same as, or confus�ngly s�m�lar to, t�tles or descr�pt�ons used for 
GAAP f�nanc�al measures.

• We note that you present your non-GAAP measures �n the form of a statement of operat�ons. Th�s format may be confus�ng to 
�nvestors as �t reflects several non-GAAP measures, �nclud�ng but not l�m�ted to non-GAAP cost of sales, non-GAAP gross prof�t, 
non-GAAP operat�ng expenses, and non-GAAP operat�ng �ncome wh�ch have not been �dent�f�ed or descr�bed to �nvestors. In fact, 
�t appears that management does not use all of these non-GAAP measures but they are shown here as a result of the presentat�on 
format . . . . To el�m�nate �nvestor confus�on, please remove the non-GAAP statements of operat�ons format from all future f�l�ngs. 
Instead, only d�sclose those non-GAAP measures used by management and wh�ch you �ntended to prov�de to �nvestors (such as, 
adjusted operat�ng �ncome, adjusted net earn�ngs, and adjusted earn�ngs per share) w�th the appropr�ate reconc�l�at�ons to the 
most d�rectly comparable GAAP measure.

The SEC staff has been ask�ng reg�strants to change any reference to a non-GAAP measure that states “pro forma,” s�nce 
the pro forma term�nology has spec�f�c mean�ng �n Regulat�on S-X, Art�cle 11, and �s not appropr�ate for descr�b�ng non-
GAAP measures. The staff has also been request�ng rev�sed presentat�ons when a reg�strant presents a full non-GAAP 
�ncome statement or other f�nanc�al statement, s�nce such a presentat�on creates the �nappropr�ate �mpress�on that the 
mult�ple non-GAAP measures are be�ng presented on a comprehens�ve bas�s of account�ng, wh�ch �s not the case.

Other Deloitte Resources
• Delo�tte Booklet, Cond�t�ons for Use of Non-GAAP F�nanc�al Measures (ava�lable on Techn�cal L�brary: The Delo�tte Account�ng 

Research Tool).

http://www.deloitte.com/us/techlibrary
http://www.deloitte.com/us/techlibrary


53

Examples of SEC Comments

• Mult�ple-Element Arrangements — Tell us how your separat�on of the �nstallat�on serv�ces as a separate un�t of account�ng 
compl�es w�th EITF 00-21. As part of your response, clar�fy how you have determ�ned there �s object�ve and rel�able ev�dence of fa�r 
value of the hardware �nstallat�on serv�ces; we refer you to paragraph 9 of EITF 00-21. Further expla�n the bas�s for your revenue 
and expense recogn�t�on and t�m�ng for �nstallat�on serv�ces.

• Software Revenue Recogn�t�on — We note your d�sclosures . . . and your reference to EITF 03-5. Do the Company’s products 
�nclude software that �s more than �nc�dental . . . ? If so, please expla�n how your account�ng for such product sales compl�es w�th 
EITF 03-5 and SOP 97-2. If not, then please expla�n the reference to th�s gu�dance �n your d�sclosures. 

• G�ft Card Revenue — In future f�l�ngs please prov�de more deta�led d�sclosures regard�ng your account�ng pol�c�es for est�mat�ng, 
recogn�z�ng and class�fy�ng g�ft card breakage. Also, to the extent that breakage �s a mater�al source of �ncome please d�sclose the 
amount of breakage for each year presented.

Multiple-Element Arrangements
The SEC staff often asks reg�strants about the nature of, and account�ng for, the�r mult�ple-element arrangements and 
whether they evaluated these arrangements under Issue 00-21. The staff typ�cally requests more extens�ve d�sclosures, and 
somet�mes supplemental �nformat�on, for mult�ple-element arrangements, �nclud�ng the follow�ng:

The nature of the elements �nvolved. 

The reg�strant’s account�ng pol�cy for each element, �nclud�ng how revenue �s allocated to �t.

The reg�strant’s method for determ�n�ng whether certa�n del�verables �n an arrangement qual�fy as separate un�ts of 
account�ng.

The reg�strant’s support for �ts conclus�on that the del�vered �tem has stand-alone value.

The t�m�ng of revenue recogn�t�on for each element.

At the 2007 AICPA Conference, Mr. Mark Barrysm�th, a profess�onal account�ng fellow �n the SEC’s Off�ce of the Ch�ef 
Accountant, d�scussed del�verables �n the context of collaborat�ve research and development arrangements. (For add�t�onal 
�nformat�on, see Delo�tte’s Heads Up on the 2007 AICPA Conference.) He po�nted out that the �ssues assoc�ated w�th these 
arrangements may also apply to other types of revenue arrangements. For example, Mr. Barrysm�th noted that wh�le the 
term “del�verable” �s not def�ned �n the account�ng l�terature, “some have cons�dered a del�verable to be an �tem that 1) �s 
expl�c�tly referred to as an obl�gat�on of the vendor �n a contractual arrangement, 2) requ�res a d�st�nct act�on by the vendor, 
3) �f not completed by the vendor would result �n a s�gn�f�cant contractual penalty, or 4) �f �ncluded or excluded from the 
arrangement would cause the arrangement fee to vary by more than an �ns�gn�f�cant amount.” 

Mr. Barrysm�th sa�d that when evaluat�ng whether a vendor’s obl�gat�ons under an arrangement r�se “to the level of a 
del�verable,” ent�t�es should focus on the�r obl�gat�ons under the arrangements and use the above cr�ter�a as a start�ng 
po�nt. Collect�vely, these cr�ter�a, along w�th h�s remarks and the d�scuss�on of �nconsequent�al or perfunctory del�verables �n 
SAB 104, const�tute a general pr�nc�ple that should be appl�ed �n these arrangements.

•

•

•

•

•

Revenue Recognition

http://www.deloitte.com/us/HeadsUp20Dec07
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Software Revenue Recognition
SOP 97-2 prov�des gu�dance on when and how compan�es should recogn�ze revenue for software transact�ons. The SEC 
staff has �ncreased �ts scrut�ny �n th�s area because �t has recently seen a trend �n wh�ch compan�es that are not cons�dered 
to be trad�t�onal software compan�es should be recogn�z�ng revenue under SOP 97-2 but are not. That �s, these compan�es 
are sell�ng products that �nclude software that �s more than �nc�dental to the arrangement, so the software-related elements 
are w�th�n the scope of SOP 97-2. 

The SEC staff has focused on �dent�fy�ng s�tuat�ons �n wh�ch these reg�strants should recogn�ze revenue �n accordance w�th 
the SOP. If �nformat�on �n a reg�strant’s f�l�ng �nd�cates that the reg�strant’s products or serv�ces �nclude software, the staff 
typ�cally asks the reg�strant to clar�fy whether the software �s “more than �nc�dental” and how the reg�strant �s recogn�z�ng 
revenue for the del�verables. The staff has also requested reg�strants to d�scuss the appl�cab�l�ty of Issue 03-5 to the�r 
arrangements. (Issue 03-5 clar�f�es wh�ch elements �n an arrangement are w�th�n the scope of SOP 97-2.) 

At the 2007 AICPA Conference, Ms. Sand�e K�m, a profess�onal account�ng fellow �n the SEC’s Off�ce of the Ch�ef 
Accountant, d�scussed revenue recogn�t�on for hardware del�verables �n software arrangements. She po�nted out that as a 
result of “exponent�al advances �n technology . . . more and more hardware del�verables” are be�ng �ncluded �n the scope 
of SOP 97-2. Apply�ng SOP 97-2 to mult�ple un�ts of hardware del�vered over a long per�od can be d�ff�cult, espec�ally 
when “vendor-spec�f�c object�ve ev�dence (VSOE) of fa�r value does not ex�st for such hardware.” Ms. K�m noted that SOP 
97-2 appears to requ�re deferral of all revenue �n such arrangements unt�l VSOE �s establ�shed or all hardware elements 
are del�vered. However, she expla�ned that SOP 97-2 “does conta�n except�ons to the general rule on revenue deferral,” 
spec�f�cally when the only undel�vered elements are postcontract customer support (PCS) or certa�n serv�ces. Th�s would 
allow for proport�onal recogn�t�on of revenue for mult�ple un�ts of hardware del�vered over a per�od �n wh�ch VSOE of fa�r 
value does not ex�st for the hardware. Such account�ng would be s�m�lar to ratable recogn�t�on of a fee over a PCS per�od 
or over a per�od dur�ng wh�ch serv�ces are expected to be performed. 

Ms. K�m also emphas�zed that when the only undel�vered elements �n a software arrangement are PCS and serv�ces, �n 
pract�ce, recogn�t�on of the ent�re fee �s allowed over the longer of the PCS or serv�ce per�od. She noted that the bas�s for 
th�s v�ew �s that there �s “no �nappropr�ate front-load�ng of revenue s�nce revenue, �nclud�ng any s�gn�f�cant d�scount that 
may be �ncluded �n the arrangement, �s recogn�zed over the longest per�od of performance.” 

By analogy to PCS and serv�ces under SOP 97-2, Ms. K�m bel�eves that a “reasonable appl�cat�on of the prov�s�ons of 
SOP 97-2 can result �n proport�onate recogn�t�on of revenue for hardware w�thout VSOE of fa�r value �f the rema�n�ng 
del�verables are mult�ple un�ts of the same product.” She used the follow�ng example to �llustrate her po�nt:

[A] company has an arrangement �n wh�ch the rema�n�ng del�verables are 100 un�ts of Hardware Product A and 200 un�ts of 
Hardware Product B. VSOE of fa�r value does not ex�st for e�ther hardware product and both hardware products are �n the scope of 
SOP 97-2. In th�s fact pattern, the staff would not object �f revenue were recogn�zed based on a cons�stent rat�o of both products 
(that �s, one un�t of Product A for every two un�ts of Product B).6 Th�s methodology ensures that revenue �s not prematurely 
recogn�zed and that any d�scount �n the arrangement �s recogn�zed proport�onately.

6 Cont�nu�ng on w�th the example, �f four un�ts of Product A were del�vered at $10 per un�t and four un�ts of Product B were del�vered at $15 per un�t �n a part�cular per�od, revenue would be l�m�ted 
to two un�ts of Product A ($20) and four un�ts of Product B ($60). If �nstead, two un�ts of Product A were del�vered and s�x un�ts of Product B were del�vered, revenue would l�kew�se be l�m�ted to two 
un�ts of Product A ($20) and four un�ts of Product B ($60).

Gift Card Revenue
The SEC staff has also focused on the report�ng of g�ft card revenue, probably because of the subject�v�ty of est�mat�ng g�ft 
card breakage (the amount that �s never redeemed). At the 2005 AICPA Conference, Ms. Pamela Schlosser, a profess�onal 
account�ng fellow �n the SEC’s Off�ce of the Ch�ef Accountant, ment�oned that the SEC staff’s pr�mary concern about 
breakage �s that compan�es may �nappropr�ately recogn�ze breakage as revenue at the t�me payment �s rece�ved. The SEC 
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staff has requested add�t�onal d�sclosures or explanat�ons of the reg�strant’s process for est�mat�ng breakage and �ts pol�cy 
for recogn�z�ng breakage (�.e., upon sale of g�ft cards or over the performance per�od). In certa�n �nstances, the SEC staff 
has also requested support�ng documentat�on, such as:

H�stor�cal �nformat�on support�ng the est�mate of breakage and whether �t �s based on a large pool of homogeneous 
transact�ons.

The est�mated g�ft card breakage rate.

The SEC staff may also request �nformat�on about the nature of the reg�strant’s g�ft card arrangements — for example, 
whether the reg�strant’s cards are redeemable for cash or carry exp�rat�on dates.

Product and Service Revenue Presentation
At the 2007 AICPA Conference, Mr. Barrysm�th d�scussed f�nanc�al statement presentat�on of product and serv�ce revenue. 
SEC Regulat�on S-X, Rule 5-03(b), requ�res that product revenue and serv�ce revenue, along w�th other categor�es of 
revenue, be d�splayed separately �n the �ncome statement �f they are greater than 10 percent of total revenues. (See the 
F�nanc�al Statement Class�f�cat�on sect�on for add�t�onal �nformat�on.) Mr. Barrysm�th notes that a quest�on often ar�ses 
about how a vendor can adhere to th�s requ�rement when �t �s unable to separate �ts mult�ple-element arrangements under 
appl�cable revenue recogn�t�on gu�dance, such as Issue 00-21 or SOP 97-2. 

Mr. Barrysm�th �nd�cated that because �nvestors f�nd the d�saggregat�on of th�s �nformat�on useful, the staff does not 
bel�eve that the �nab�l�ty to separate del�verables for recogn�t�on purposes necessar�ly precludes separate d�splay of product 
and serv�ce revenue. As long as there �s a reasonable bas�s for the separat�on method and �t �s cons�stently appl�ed, clearly 
d�sclosed, and not m�slead�ng, the SEC would not, accord�ng to Mr. Barrysm�th, object to the separate presentat�on of 
product and serv�ce revenue. For example, for transact�ons w�th�n the scope of SOP 97-2, a compar�son to th�rd-party 
ev�dence of fa�r value for s�m�lar products or serv�ces may be appropr�ate. L�kew�se, the use of the res�dual method when a 
vendor custom�zes �ts products may also be appropr�ate. However, Mr. Barrysm�th caut�oned that a system�c allocat�on that 
�s based solely on cons�stency or on contractually stated amounts would not be acceptable. He further noted that th�s v�ew 
would apply to other revenue categor�es bes�des product and serv�ce revenue.

2008 Update
Examples of Recent SEC Comments

• Revenue Recogn�t�on D�sclosures — Your d�sclosure of your revenue recogn�t�on pol�cy �s too general. Please rev�se future f�l�ngs to 
expla�n each s�gn�f�cant revenue transact�on and how you compl�ed w�th the SAB Top�c 13 gu�dance related to them.

• Revenue Recogn�t�on D�sclosures — Please prov�de us �n d�sclosure type format the amounts of est�mated rebates, returns and 
chargebacks that are �ncluded �n deferred revenues from product sh�pments. Regard�ng the amount of returns, tell us why you 
bel�eve your est�mate �s reasonable cons�der�ng the reason for deferr�ng the revenue �s due to your �nab�l�ty to reasonably est�mate 
future returns.

The SEC staff often comments that reg�strants should expand or clar�fy d�sclosures about revenue recogn�t�on. Spec�f�cally, 
the SEC staff requests reg�strants to �nclude the follow�ng �n the�r d�sclosures:

The type, nature, and terms of s�gn�f�cant revenue-generat�ng transact�ons.

The spec�f�c revenue recogn�t�on pol�cy (�nclud�ng the manner �n wh�ch revenue �s recogn�zed) for each type of 
transact�on.

•

•

•

•
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An explanat�on of how the reg�strant’s revenue recogn�t�on pol�cy compl�es w�th SAB Top�c 13 and other spec�f�c 
revenue recogn�t�on l�terature.

Deta�ls of d�scounts, return pol�c�es, post-sh�pment obl�gat�ons, customer acceptance, warrant�es, cred�ts, rebates, and 
pr�ce protect�on or s�m�lar pr�v�leges and how these affect revenue recogn�t�on.

Depend�ng on the complex�ty or subject�v�ty of ent�t�es’ revenue recogn�t�on pol�c�es, the SEC staff’s d�sclosure requests 
may be more spec�f�c. For example, the staff often requests add�t�onal or more deta�led �nformat�on when a reg�strant 
uses a proport�onal performance method to recogn�ze revenue. Such �nformat�on may �nclude (1) the t�m�ng of revenue 
recogn�t�on on the bas�s of the performance of serv�ces or spec�f�c m�lestones, (2) the amount of revenue recogn�zed 
under proport�onal performance models, �nclud�ng how amounts were allocated to d�fferent l�ne �tems �n the statement 
of operat�ons, (3) deta�ls of obl�gat�ons and agreement terms that requ�re proport�onal performance, and (4) the spec�f�c 
account�ng l�terature used.

Other Deloitte Resources
• Software Revenue Recogn�t�on: A Roadmap to Apply�ng AICPA Statement of Pos�t�on 97-2.

• January 6, 2009, Heads Up, “FASB and IASB Issue D�scuss�on Paper on Revenue Recogn�t�on.”

•

•

http://www.deloitte.com/us/RoadmapSOP97-2
http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D241232%2C00.html
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• Please �nclude d�sclosure �n management’s d�scuss�on and analys�s regard�ng the �mpact that recently �ssued account�ng standards 
w�ll have on the f�nanc�al statements when adopted. Refer to the requ�rements of SAB Top�c 11:M.

• Please prov�de to us your evaluat�on of the �mpact of adopt�ng FIN 48. Furthermore, please expla�n why there appears to be no 
d�sclosure regard�ng the �mpact that FIN 48 w�ll have on your 2007 f�nanc�al statements, �n part�cular when the Interpretat�on was 
�ssued �n June of 2006. See SAB Top�c 11:M.

SAB Top�c 11.M (SAB 74) requ�res d�sclosures about the effects of recently �ssued account�ng standards that are not yet 
effect�ve. The d�sclosures are requ�red for new FASB Statements and Interpretat�ons, FSPs, EITF consensuses, and SEC SABs. 
For example, calendar-year-end reg�strants should �nclude SAB 74 d�sclosures for Statements 141(R), 160, 161, 162, and 
163 �n the�r 2008 Forms 10-K unless the effect of adopt�on w�ll be �mmater�al. (See Delo�tte’s Account�ng Roundup: Year �n 
Rev�ew — 2008 for summar�es of these Statements and other gu�dance �ssued dur�ng the year.) 

The d�sclosures should help f�nanc�al statement users assess the �mpact the new standard w�ll have once adopted. 
Accord�ng to SAB 74, a reg�strant should cons�der the follow�ng d�sclosures:

• A br�ef descr�pt�on of the new standard, the date that adopt�on �s requ�red and the date that the reg�strant plans to adopt, �f 
earl�er. 

• A d�scuss�on of the methods of adopt�on allowed by the standard and the method expected to be ut�l�zed by the reg�strant, �f 
determ�ned. 

• A d�scuss�on of the �mpact that adopt�on of the standard �s expected to have on the f�nanc�al statements of the reg�strant, 
unless not known or reasonably est�mable. In that case, a statement to that effect may be made. 

• D�sclosure of the potent�al �mpact of other s�gn�f�cant matters that the reg�strant bel�eves m�ght result from the adopt�on of the 
standard (such as techn�cal v�olat�ons of debt covenant agreements, planned or �ntended changes �n bus�ness pract�ces, etc.) �s 
encouraged.

A reg�strant should d�sclose th�s �nformat�on �n both MD&A and �n the footnotes to the f�nanc�al statements. 

The SEC staff somet�mes �ssues comments �f the d�sclosures do not meet the above requ�rements. It may also rev�ew 
�nformat�on outs�de of the f�nanc�al statements for �nd�cators of whether a new account�ng pronouncement affects a 
reg�strant, and w�ll expect adequate d�sclosures about these effects. 

The SEC staff also expects a reg�strant to d�sclose more spec�f�c deta�ls �n f�l�ngs as the effect�ve date of a new standard 
approaches. For example, FSP APB 14-1 was �ssued �n May 2008 and �s effect�ve as of the beg�nn�ng of a report�ng ent�ty’s 
f�rst f�scal year beg�nn�ng after December 15, 2008. (See the F�nanc�al Instruments sect�on for add�t�onal �nformat�on about 
FSP APB 14-1.) A calendar-year-end reg�strant may not have been able to reasonably est�mate whether FSP APB 14-1’s 
�mpact on �ts f�nanc�al statements would be mater�al w�th respect to SAB 74 d�sclosures �n �ts June 30, 2008, Form 10-Q. 
The reg�strant w�ll adopt FSP APB 14-1 on January 1, 2009, and w�ll be �ssu�ng �ts December 31, 2008, Form 10-K after that 
date. Therefore, the reg�strant should be able to d�sclose more spec�f�cs �n �ts December 31, 2008, Form 10-K. 

SAB Topic 11.M (SAB 74) — Disclosures on 
the Impact of Recently Issued Accounting 
Pronouncements

http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D240664%2C00.html
http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D240664%2C00.html
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• S�gn�f�cant Bus�ness Acqu�s�t�ons — It appears that you may have an acqu�s�t�on that �s currently deemed probable and that 
would be s�gn�f�cant at greater than 50% based on pre-tax �ncome. If our understand�ng �s correct, please rev�se to prov�de the 
�nformat�on requ�red by Rules 3-05 and 11-01 of Regulat�on S-X concern�ng th�s probable acqu�s�t�on. Otherw�se, please expla�n to 
us why you do not bel�eve that th�s �nformat�on �s requ�red.

• Investments �n Equ�ty Method Investees — We note that you �nclude �n your Form 10-K for the year ended December 31, 2006 
the f�nanc�al statements of Equ�ty Method Investee [X] for 2005 and 2004 under Rule 3-09 of Regulat�on S-X. We also note that 
you began consol�dat�ng [X] �n June of 2006 and class�f�ed the �nvestment as a d�scont�nued operat�on �n November 2006. Please 
expla�n your bas�s for not �nclud�ng the f�nanc�al statements of [X] for 2006 up to the date of consol�dat�on �n your f�l�ng. See Rule 
3-09(b) of Regulat�on S-X. Please also adv�se as to why you have not f�led pro forma f�nanc�al statements d�sclos�ng the effect of 
the d�vest�ture under Art�cle 11 of Regulat�on S-X.

The SEC staff often comments on form and content �ssues regard�ng the separate f�nanc�al statements of other ent�t�es or 
pro forma �nformat�on that reg�strants must prov�de under Regulat�on S-X. 

Significant Business Acquisitions (Rule 3-05)
When a reg�strant consummates, or �t �s probable that �t w�ll consummate, a s�gn�f�cant bus�ness acqu�s�t�on, the SEC 
staff may requ�re the f�l�ng of certa�n f�nanc�al statements for the acqu�red or to be acqu�red bus�ness (acqu�ree) under 
Regulat�on S-X, Rule 3-05. The number of f�nanc�al statement per�ods of the acqu�ree that a reg�strant �s requ�red to present 
pr�mar�ly depends on the s�gn�f�cance of the acqu�ree to the reg�strant. The s�gn�f�cance �s calculated on the bas�s of three 
tests: the �nvestment (purchase pr�ce) test, the asset test, and the �ncome test. The follow�ng factors govern whether, and 
for what per�od, f�nanc�al statements for the acqu�ree are requ�red: 

Whether the acqu�red or to be acqu�red assets and l�ab�l�t�es meet the def�n�t�on of a bus�ness.

S�gn�f�cance of the acqu�red or to be acqu�red bus�ness. 

Whether consummat�on of the bus�ness acqu�s�t�on �s probable or has recently occurred. 

Reg�strants may f�le �nappropr�ate f�nanc�al statements because they: 

Do not perform the s�gn�f�cance calculat�ons correctly. Some of the most common m�stakes are m�sappl�cat�ons of the 
�ncome test, such as us�ng �ncome averag�ng �n the year of a loss or exclud�ng unusual ga�ns or losses from the test.

Incorrectly determ�ne that the acqu�red or to be acqu�red assets and l�ab�l�t�es do not meet the def�n�t�on of a bus�ness 
for SEC report�ng purposes. The def�n�t�on of a bus�ness for SEC report�ng purposes under Regulat�on S-X, Art�cle 11, �s 
not the same as the def�n�t�on under Statement 141(R)1 for U.S. GAAP purposes.

Do not real�ze that Rule 3-05 also appl�es �n a reg�strat�on statement to probable acqu�s�t�ons whose s�gn�f�cance �s 
greater than 50 percent.

Do not cons�der, �n a reg�strat�on statement, the cumulat�ve s�gn�f�cance of prev�ously consummated �nd�v�dually 
�ns�gn�f�cant acqu�s�t�ons.

•

•

•

•

•

•

•

SEC Reporting (Regulation S-X Misapplication)

1 Statement 141(R) �s effect�ve for bus�ness comb�nat�ons whose acqu�s�t�on date �s on or after the beg�nn�ng of the first annual report�ng per�od beg�nn�ng on or after December 15, 
2008. Before the effect�ve date of Statement 141(R), see Issue 98-3 for the defin�t�on of a bus�ness for U.S. GAAP purposes. 
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Investments in Equity Method Investees (Rule 3-09)
When a reg�strant has a s�gn�f�cant equ�ty method �nvestment, the SEC requ�res the f�l�ng of certa�n f�nanc�al statements 
for the �nvestee under Regulat�on S-X, Rule 3-09. S�gn�f�cance �s calculated for equ�ty method �nvestees on the bas�s of two 
tests: the �nvestment test and the �ncome test. Th�s rule �s part�cularly �mportant s�nce the separate f�nanc�al statements are 
requ�red �n Form 10-K; therefore, fa�lure to f�le them may cause a reg�strant to become a del�nquent f�ler and lose Form S-3 
el�g�b�l�ty.

Reg�strants may make m�stakes when perform�ng the Rule 3-09 s�gn�f�cance tests, such as: 

Not updat�ng or document�ng the tests each year. Th�s �s most common when an equ�ty �nvestee has been clearly 
�ns�gn�f�cant �n the past. In certa�n s�tuat�ons, such as a near-break-even year for the reg�strant or a large �ncome or loss 
at the �nvestee level, the current year’s s�gn�f�cance may be changed, mak�ng the equ�ty �nvestee s�gn�f�cant for the f�rst 
t�me. In add�t�on, the s�gn�f�cance tests should be updated and reassessed for all years presented �n a Form 10-K after a 
reg�strant reports d�scont�nued operat�ons. 

Not �nclud�ng a ga�n or loss on a part�al d�sposal of an equ�ty method �nvestee �n the annual s�gn�f�cance calculat�on 
when the reg�strant reta�ns an �nterest �n the ent�ty and cont�nues to account for th�s �nterest under the equ�ty method. 

Guarantors of Registered Securities (Rule 3-10) and Issuers of Securities That 
Collateralize Registered Securities (Rule 3-16)
Reg�strants often look at Regulat�on S-X, Rules 3-10 and 3-16, as one test or related tests, but should be aware that the 
tests �n Rule 3-10 and Rule 3-16 are separate and d�st�nct and must be assessed �nd�v�dually. Rule 3-10 may requ�re a 
company to prov�de separate f�nanc�al statements or condensed consol�dat�ng f�nanc�al �nformat�on for guarantors of 
reg�stered debt. A common error �s for the reg�strant to �ncorrectly assume that certa�n except�ons �n the rule are met, and 
therefore to conclude that �t does not have to prov�de separate f�nanc�al statements or condensed consol�dat�ng f�nanc�al 
�nformat�on. In add�t�on, reg�strants may �ncorrectly prepare requ�red condensed consol�dat�ng f�nanc�al �nformat�on by, 
for example, not present�ng subs�d�ar�es under the equ�ty method �n the separate columns �n the condensed consol�dat�ng 
�nformat�on. S�m�lar �ssues related to compl�ance w�th Rule 3-16 may ar�se. In such cases, f�nanc�al statements of a parent 
company’s aff�l�ate that collateral�zes �ts publ�c debt may be requ�red. Rule 3-16 does not allow for condensed consol�dat�ng 
f�nanc�al �nformat�on �n l�eu of full f�nanc�al statements. Both rules �nclude spec�f�c tests and “br�ght-l�ne” requ�rements. 

Pro Forma Financial Information (Article 11)
Reg�strants must often prov�de pro forma �nformat�on for s�gn�f�cant transact�ons, such as a bus�ness comb�nat�on or 
d�spos�t�on. Regulat�on S-X, Art�cle 11, requ�res that pro forma adjustments be “(�) d�rectly attr�butable to the transact�on, 
(��) expected to have a cont�nu�ng �mpact on the reg�strant, and (���) factually supportable.” The SEC staff has �ssued 
comments to reg�strants for fa�l�ng to clearly expla�n each f�nanc�al statement adjustment or not clearly �nd�cat�ng how the 
requ�rements above are met. 

2008 Update
New Financial Reporting Manual 
On December 9, 2008, the SEC’s D�v�s�on of Corporat�on F�nance �ssued the F�nanc�al Report�ng Manual (FRM). The FRM 
replaces the D�v�s�on of Corporat�on F�nance: Account�ng D�sclosure Rule and Pract�ces: An Overv�ew (the “staff tra�n�ng 
manual”), wh�ch was last updated �n 2000. It prov�des the staff’s �nterpretat�ons of port�ons of Regulat�on S-X and S-K,  
�nclud�ng gu�dance on top�cs such as the form and content of a reg�strant’s f�nanc�al statements, prov�d�ng separate 
f�nanc�al statements of acqu�red bus�nesses under Rule 3-05, pro forma f�nanc�al �nformat�on, and non-GAAP measures. 

•

•

http://www.sec.gov/divisions/corpfin/cffinancialreportingmanual.shtml


60

SEC Comment Letters on Domestic Registrants: A Closer Look
Second Edition

The FRM conta�ns roughly tw�ce the �nformat�on that was �n the staff tra�n�ng manual and �s eas�er to read and more 
user-fr�endly. Accord�ng to Wayne Carnall, ch�ef accountant of the D�v�s�on of Corporat�on F�nance, the FRM does not 
s�gn�f�cantly change the SEC staff’s v�ews or conclus�ons. Instead, �t updates the staff tra�n�ng manual content for several 
new rules and �nterpretat�ons that have been publ�shed s�nce 2000, such as SEC F�nal Rule Releases, SEC Regulat�ons 
Comm�ttee meet�ng m�nutes, and new FASB standards. For example, the FRM updates the staff tra�n�ng manual for �tems 
such as:

The rev�sed f�l�ng deadl�nes appl�cable to large accelerated, accelerated, and nonaccelerated f�lers, and SEC report�ng 
cons�derat�ons for well-known seasoned �ssuers.

Rev�sed f�l�ng deadl�nes for Form 8-K.

SEC report�ng cons�derat�ons for the adopt�on of Statements 141(R) and 160 (see below for add�t�onal �nformat�on).

SEC report�ng cons�derat�ons for fore�gn pr�vate �ssuers and domest�c compan�es that acqu�re or have an �nvestment �n 
a fore�gn bus�ness.

SEC report�ng cons�derat�ons for smaller publ�c compan�es.

SEC report�ng cons�derat�ons for shell compan�es.

SEC Reporting Considerations for the Adoption of Statements 141(R) and 160
There are a var�ety of SEC report�ng cons�derat�ons for the adopt�on of Statements 141(R) and 160.2 The FRM prov�des 
v�ews on several of these cons�derat�ons. For example, transact�on costs �ncurred �n connect�on w�th an acqu�s�t�on (e.g., 
due d�l�gence fees, legal fees) were cons�dered to be part of the purchase pr�ce under Statement 141. Therefore, under 
Rule 3-05, transact�on costs were also �ncluded �n the �nvestment �n the acqu�ree for the purpose of the �nvestment 
(purchase pr�ce) test. Under Statement 141(R), such costs are expensed. As �nd�cated �n paragraph 2015.5 of the FRM, after 
the adopt�on of Statement 141(R), such costs should be excluded from the �nvestment �n the acqu�ree for the purposes of 
the �nvestment test under Rule 3-05. 

Investments in Equity Method Investees (Rule 3-09)
The SEC staff has h�stor�cally requ�red reg�strants to �nclude ga�ns or losses from a full or part�al d�spos�t�on of an �nterest �n 
an equ�ty method �nvestee �n the calculat�on of s�gn�f�cance. However, the staff has rev�sed �ts v�ew. Paragraph 2410.2(d) of 
the FRM states that a reg�strant must �nclude the follow�ng �n the �ncome test of s�gn�f�cance:

[A]ny ga�ns or losses of the reg�strant �n the most recently completed f�scal year stemm�ng from dispositions of an �nterest �n the 
tested equ�ty method �nvestee, prov�ded that the �nvestee was accounted for us�ng the equ�ty method �mmed�ately pr�or to the 
d�spos�t�on and cont�nues to be accounted for by the equ�ty method �mmed�ately after the d�spos�t�on. All other ga�ns or losses 
stemm�ng from d�spos�t�ons of �nterests �n the tested equ�ty method �nvestee may be excluded.

Other Deloitte Resources
The Delo�tte U.S. SEC Report�ng Interpretat�ons Manual �ncludes Q&As and �nterpret�ve gu�dance on Regulat�on S-X �ssues. The manual �s 
ava�lable on Techn�cal L�brary: The Delo�tte Account�ng Research Tool. See Append�x D for further deta�ls.

Also see Delo�tte’s January 20, 2009, Heads Up, “SEC Modern�zes O�l and Gas Company Report�ng,” and December 22, 2008, Heads Up, 
“SEC Approves Rules Requ�r�ng Reg�strants to Subm�t Interact�ve Data.”

•

•

•

•

•

•

2 Statement 141(R) �s effect�ve for bus�ness comb�nat�ons whose acqu�s�t�on date �s on or after the beg�nn�ng of the first annual report�ng per�od beg�nn�ng on or after December 15, 
2008. Statement 160 �s effect�ve for fiscal years, and �nter�m per�ods w�th�n those fiscal years, beg�nn�ng on or after December 15, 2008.

http://www.deloitte.com/us/techlibrary
http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D243530%2C00.html
http://www.deloitte.com/dtt/newsletter/0,1012,sid%253D2002%2526cid%253D240483,00.html
http://www.deloitte.com/dtt/newsletter/0,1012,sid%253D2002%2526cid%253D240483,00.html
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• Ident�f�cat�on and Aggregat�on of Operat�ng Segments — We note that you have one reportable operat�ng segment. It appears 
from your d�sclosures elsewhere �n the f�l�ng . . . that you may have aggregated mult�ple operat�ng segments �nto one reportable 
segment. Please prov�de us w�th a deta�led explanat�on of how you determ�ned both your operat�ng segments and your reportable 
segment.

• Aggregat�on of Operat�ng Segments — Please prov�de us w�th net revenue and net segment marg�ns, along w�th any other 
�nformat�on you bel�eve would be useful . . . for each of the f�ve years . . . to help us understand how the aggregated operat�ng 
segments are econom�cally s�m�lar.

• Changes �n Reportable Segments — We note that you changed the compos�t�on of your reportable segments. . . . Please tell us 
the changes �n the structure of your organ�zat�on that caused the compos�t�on of your reportable segments to change. . . . In 
add�t�on, �f segment �nformat�on for earl�er per�ods �s not restated please d�sclose segment �nformat�on for the current per�ods 
under both the old bas�s and the new bas�s of segmentat�on unless �t �s �mpract�cable to do so. Please refer to paragraphs 33–35 of 
SFAS 131.

• Informat�on About Products and Serv�ces — Please prov�de the revenue d�sclosures by product and serv�ce group requ�red by 
paragraph 37 of SFAS 131.

Identification of Operating Segments
Much of the SEC staff’s focus on th�s top�c �s on what f�nanc�al �nformat�on the ch�ef operat�ng dec�s�on maker (CODM) 
rece�ves and rev�ews. The SEC frequently asks reg�strants to expla�n �n deta�l how operat�ng segments were determ�ned and 
what �nformat�on the CODM rece�ves and rev�ews. 

When a CODM regularly rece�ves a component’s d�screte f�nanc�al �nformat�on, the component may be an operat�ng 
segment. The SEC staff may request the f�nanc�al �nformat�on rev�ewed by the CODM. In add�t�on, the SEC staff may rev�ew 
the �nformat�on �n the forepart of the Form 10-K, such as the bus�ness sect�on and MD&A, and �nformat�on from publ�c 
sources, such as the company’s Web s�te, analysts’ reports, and press releases, for cons�stency w�th a company’s segment 
d�sclosures.

Aggregation of Operating Segments
Statement 131 perm�ts a company to aggregate operat�ng segments �f the aggregat�on �s “cons�stent w�th the object�ve 
and bas�c pr�nc�ples [of Statement 131 and] �f the segments have s�m�lar econom�c character�st�cs.” The Statement also 
notes that the segments must be s�m�lar �n each of the follow�ng respects: 

a. The nature of the products and serv�ces

b. The nature of the product�on processes

c. The type or class of customer for the�r products and serv�ces

d. The methods used to d�str�bute the�r products or prov�de the�r serv�ces

e. If appl�cable, the nature of the regulatory env�ronment, for example, bank�ng, �nsurance, or publ�c ut�l�t�es.

The SEC staff has �nd�cated that �t v�ews aggregat�on as a “h�gh hurdle.” Compan�es should ma�nta�n deta�led analyses 
of the�r operat�ng segments and cons�derat�on of the aggregat�on cr�ter�a. Regard�ng the evaluat�on of the aggregat�on 
of operat�ng segments, the SEC staff bel�eves that �nvestors are �nterested �n rev�ew�ng the same �nformat�on that the 
company’s management rev�ews.

Segment Reporting
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Paragraphs 18–24 of Statement 131 prov�de quant�tat�ve thresholds and gu�dance that a company should use to evaluate 
wh�ch operat�ng segments �t should report separately. One subject that the SEC cont�nues to comment on �s quant�tat�vely 
�mmater�al segments. Compan�es may bel�eve they can aggregate such segments w�th a reportable segment because 
they do not meet the threshold for separate presentat�on. However, quant�tat�vely �mmater�al segments should not be 
aggregated w�th reportable segments unless they share all of the aggregat�on cr�ter�a. Otherw�se, quant�tat�vely �mmater�al 
segments should be class�f�ed �n the “other” category.

Changes in Reportable Segments
Paragraphs 34–35 of Statement 131 d�scuss the requ�rement to recast pr�or-per�od �nformat�on for cons�stency w�th current 
reportable segments. If a company changes or reevaluates the structure of �ts bus�ness after year-end, the new segment 
structure should not be presented �n f�nanc�al statements unt�l operat�ng results managed on the bas�s of that structure are 
reported (typ�cally �n a per�od�c f�l�ng such as a Form 10-K or 10-Q). However, d�sclosure of the future effects of the change 
may be useful. The SEC’s Current Account�ng and D�sclosure Issues �n the D�v�s�on of Corporat�on F�nance (as updated 
November 30, 2006) (the “report”) �nd�cates that “[�]f annual f�nanc�al statements are requ�red �n a reg�strat�on or proxy 
statement that �ncludes subsequent per�ods managed on the bas�s of the new organ�zat�onal structure, the annual aud�ted 
f�nanc�al statements should �nclude a rev�sed segment footnote that reflects the new reportable segments.” A company can 
e�ther �nclude the rev�sed (recasted) f�nanc�al statements �n the reg�strat�on or proxy statement or can recast them �n a Form 
8-K, wh�ch can be �ncorporated by reference.

Product and Service Revenue by Segment
The report rem�nds reg�strants to “remember to �dent�fy the products and serv�ces from wh�ch each reportable segment 
der�ves �ts revenues, and to report the total revenues from external customers for each product or serv�ce or each group of 
s�m�lar products and serv�ces,” �n accordance w�th paragraph 37 of Statement 131. Regard�ng the determ�nat�on of what 
const�tutes “s�m�lar” products and serv�ces, the SEC “has objected to overly broad v�ews.”

Operating Segments and Goodwill Impairment
Compan�es should be aware that �ncorrectly �dent�fy�ng operat�ng segments can have an �mpact on goodw�ll �mpa�rment 
test�ng. Goodw�ll �s tested at the report�ng-un�t level, accord�ng to Statement 142, and report�ng un�ts are �dent�f�ed as 
e�ther operat�ng segments or one level below. If a company has not correctly �dent�f�ed �ts operat�ng segments, �t could be 
test�ng goodw�ll at the wrong level. 

http://www.sec.gov/divisions/corpfin/cfacctdisclosureissues.pdf
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• D�sclosures — We note that . . . your current d�sclosures do not appear to prov�de all the d�sclosures requ�red by FAS 123(R), 
�nclud�ng comparat�ve d�sclosures requ�red for each year an �ncome statement �s prov�ded. Please tell us your cons�derat�on for the 
d�sclosure requ�rements of paragraphs 64–65, 84 and A240–A242 of SFAS 123(R).

• Valuat�on Methods and Assumpt�ons — [P]lease d�sclose the follow�ng…the method you used to determ�ne the expected term, 
expected volat�l�ty and r�sk-free rate as requ�red by paragraph A240 (e)(2) of SFAS 123R.

• F�nanc�al Statement Presentat�on of Share-Based Payment Awards — We note that you present stock-based compensat�on as a 
separate component of general and adm�n�strat�ve expense. Please mod�fy your presentat�on to �nclude the expense related to 
share-based payment arrangements �n the same l�ne �tem or l�nes as cash compensat�on pa�d to the same employees. Refer to 
Top�c 14:F of SAB 107 for further gu�dance.

The SEC staff frequently comments on the d�sclosures, valuat�on methods, account�ng, and f�nanc�al statement 
presentat�on assoc�ated w�th share-based payments. 

Disclosures
Reg�strants should ensure that the�r d�sclosures address the follow�ng object�ves outl�ned �n paragraph 64 of  
Statement 123(R):

The “nature and terms” of share-based payment arrangements. 

The “effect of [the related] compensat�on cost . . . on the �ncome statement.”

The “method [for determ�n�ng] the fa�r value of the equ�ty �nstruments granted.” 

The “cash flow effects [of] share-based payment arrangements.” 

The SEC staff’s comments on share-based payment d�sclosures have focused on �tems such as:

The nature of and reason for a mod�f�cat�on �n the share-based payment award’s terms and how the reg�strant 
accounted for that mod�f�cat�on.

The terms and cond�t�ons of awards, �nclud�ng whether award holders are ent�tled to d�v�dends or d�v�dend 
equ�valents.

The number of opt�ons that are expected to vest and the assumpt�ons used �n develop�ng those expectat�ons.

The reg�strant’s valuat�on method, �nclud�ng s�gn�f�cant assumpt�ons used.

The compensat�on cost cap�tal�zed.

In �ts comments about d�sclosures, the SEC staff frequently c�tes the gu�dance �n paragraph A240 of Statement 123(R), 
wh�ch descr�bes the “m�n�mum” �nformat�on needed to ach�eve paragraph 64’s d�sclosure object�ves. 

Valuation Methods and Assumptions
The SEC staff frequently asks reg�strants to d�sclose more spec�f�c �nformat�on about the valuat�on methods they use for 
share-based awards, �nclud�ng s�gn�f�cant assumpt�ons. The staff �s part�cularly �nterested �n how reg�strants determ�ne 
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the expected volat�l�ty and the expected term. Assumpt�ons about these matters are subject�ve and can s�gn�f�cantly affect 
the award’s fa�r-value-based amount. Somet�mes, the staff may quest�on whether the assumpt�ons are based on the best 
ava�lable �nformat�on. For example, �f reg�strants d�sclose that they have employee and d�rector opt�ons and use the same 
assumpt�ons to determ�ne the expected l�fe and volat�l�ty for both types of opt�ons, the staff may quest�on why th�s �s 
appropr�ate. 

In add�t�on, the SEC staff often asks about the valuat�on of share-based awards made before a reg�strant’s �n�t�al publ�c 
offer�ng. Examples of common quest�ons are:

Whether the valuat�on was a contemporaneous or retrospect�ve valuat�on of the stock on the �ssuance date of the 
award.

Whether an unrelated valuat�on spec�al�st d�d the valuat�on.

Whether the reg�strant used the best pract�ces �dent�f�ed �n the AICPA Pract�ce A�d Valuat�on of Pr�vately-Held-Company 
Equ�ty Secur�t�es Issued as Compensat�on.

The SEC may also request a copy of the valuat�on. 

At the December 2007 AICPA Conference, Mr. Mark Barrysm�th d�scussed �ssues ent�t�es should cons�der when us�ng 
market �nstruments to measure the fa�r-value-based amount of share-based payments. (See Delo�tte’s Heads Up on the 
2007 AICPA Conference for add�t�onal deta�ls about Mr. Barrysm�th’s remarks.) In add�t�on, Ms. Sand�e K�m d�scussed 
assumpt�ons that reg�strants should use �n valu�ng share-based payments. Wh�le Statement 157 does not apply to share-
based payment arrangements, Ms. K�m noted that Statement 123(R) prov�des for the use of valuat�ons and assumpt�ons 
that are cons�stent w�th the fa�r value measurement object�ve. She expla�ned that when valu�ng share-based payment 
arrangements, ent�t�es should use assumpt�ons spec�f�c to the secur�ty rather than assumpt�ons a “spec�f�c holder of the 
secur�ty would cons�der.” Th�s concept �s s�m�lar to Statement 157’s concept of the use of market part�c�pant assumpt�ons 
or attr�butes that would transfer to the market part�c�pant. Ms. K�m gave the follow�ng examples to �llustrate the staff’s 
v�ew on th�s top�c: 

Example �n wh�ch reduct�on �s appropr�ate — “For example, one common term we see �n share-based payment 
arrangements �s a restr�ct�on that proh�b�ts the transfer or sale of secur�t�es. If the secur�ty conta�ns such a restr�ct�on 
that cont�nues after the requ�s�te serv�ce per�od, that post-vest�ng restr�ct�on may be factored as a reduct�on �n the 
value of the secur�ty.”

Example �n wh�ch reduct�on �s not appropr�ate — “For example, we have heard arguments that a s�gn�f�cant d�scount 
should be taken on certa�n share-based payment awards because the secur�t�es were �ssued to a group of execut�ves 
that were subject to h�gher taxes than other employees. The staff does not bel�eve th�s assumpt�on �s cons�stent w�th a 
fa�r value measurement object�ve.” 

Ms. K�m rem�nded compan�es that �f a d�scount �s appropr�ate, the use of “general rules of thumb” �n determ�n�ng the 
d�scount �s not appropr�ate, and that the calculat�on of any d�scount should be based on �nformat�on spec�f�c to the 
secur�ty. 

SEC Staff Issues Guidance on Expected Term
Under Statement 123(R), the term that an opt�on �s expected to be outstand�ng �s a key factor �n measur�ng �ts fa�r-value-
based amount and the related compensat�on cost. Quest�on 6 of Sect�on D.2 of SAB Top�c 14 sets forth the “s�mpl�f�ed” 
method of est�mat�ng the expected term of “pla�n van�lla” share opt�ons, but was due to exp�re on December 31, 2007. In 
December 2007, the SEC staff �ssued SAB 110, wh�ch perm�ts ent�t�es, under certa�n c�rcumstances, to cont�nue to use the 
s�mpl�f�ed method. SAB 110 amends and replaces Quest�on 6 of Sect�on D.2 of SAB Top�c 14. 
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65

SEC Comment Letters on Domestic Registrants: A Closer Look
Second Edition

There are no hard-and-fast rules �n SAB 110’s rev�s�ons to SAB Top�c 14; a company may use the s�mpl�f�ed method �f �t 
concludes that �t �s not reasonable to base �ts est�mate of expected term on �ts h�stor�cal share opt�on exerc�se exper�ence. 
Prev�ously, under SAB Top�c 14, a company could ava�l �tself of the s�mpl�f�ed method’s safe harbor regardless of whether 
the company had enough �nformat�on to ref�ne �ts est�mate of expected term.

Financial Statement Presentation of Share-Based Payment Awards 
Pursuant to SAB Top�c 14.F, share-based compensat�on expenses should be class�f�ed �n the same manner as other 
compensat�on costs and the presentat�on should not be dr�ven by the form of cons�derat�on pa�d. Share-based 
compensat�on expense should be allocated to cost of sales, research and development, sell�ng and adm�n�strat�ve expenses, 
etc. (as appl�cable), and should not be separately presented �n a s�ngle share-based compensat�on l�ne �tem. The SEC’s 
Current Account�ng and D�sclosure Issues �n the D�v�s�on of Corporat�on F�nance (as updated November 30, 2006) states:

Reg�strants should avo�d presentat�ons on the face of the f�nanc�al statements that g�ve the �mpress�on that the nature of the expense 
related to share-based compensat�on �s d�fferent from cash compensat�on pa�d to the same employees (for example by creat�ng one 
or more separate l�ne �tems for share-based compensat�on or by add�ng a table total�ng the amount of share-based compensat�on 
�ncluded �n var�ous l�ne �tem[s]).

Other Deloitte Resources
• FASB Statement No. 123(R), Share-Based Payment: A Roadmap to Apply�ng the Fa�r Value Gu�dance to Share-Based Payment 

Awards.

• F�nanc�al Report�ng Alert 08-6, “Recent Tax Rul�ng Requ�res Ent�t�es to Recons�der The�r Tax Pos�t�ons Related to Execut�ve 
Compensat�on.”

• F�nanc�al Report�ng Alert 07-10, “SEC Extends the Use of the S�mpl�f�ed Method �n SAB 107 Under Certa�n C�rcumstances.”

• F�nanc�al Report�ng Alert 07-9, “Account�ng for Re�mbursement of Ind�a’s Fr�nge Benef�t Tax on Stock Opt�on Compensat�on From 
Employees.”

• June 17, 2008, Heads Up, “FASB Concludes That Certa�n Unvested Share-Based Payment Awards Are Part�c�pat�ng Secur�t�es.”

http://www.sec.gov/divisions/corpfin/cfacctdisclosureissues.pdf
http://www.deloitte.com/us/RoadmapFASB123R
http://www.deloitte.com/us/RoadmapFASB123R
http://www.deloitte.com/dtt/alert/0,1001,sid%253D2002%2526cid%253D193394,00.html
http://www.deloitte.com/dtt/alert/0,1001,sid%253D2002%2526cid%253D193394,00.html
http://www.deloitte.com/us/FRAlert07-10
http://www.deloitte.com/us/FRAlert07-9
http://www.deloitte.com/us/FRAlert07-9
http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D212224%2C00.html
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Example of a Recent SEC Comment

• You made references . . . to the use of �ndependent th�rd-party appra�sers and valuat�on spec�al�sts. Please tell us the nature 
and extent of the �ndependent th�rd part�es’ �nvolvement �n the valuat�on of certa�n tang�ble and �ntang�ble assets acqu�red 
and l�ab�l�t�es assumed. Also, tell us whether you bel�eve the �ndependent th�rd part�es were act�ng as experts as def�ned �n the 
Secur�t�es Act of 1933.

The SEC staff has �nd�cated that �t has seen an �ncrease �n the number of compan�es that have chosen to refer to an 
�ndependent valuat�on f�rm or other th�rd party �n both reg�strat�on statements under the Secur�t�es Act of 1933 and 
per�od�c reports under the Secur�t�es Exchange Act of 1934 (�.e., Forms 10-K and 10-Q). Some common examples �nclude 
references to: 

A valuat�on f�rm about the valuat�on of a reg�strant’s common and preferred stock �n an �n�t�al publ�c offer�ng.

A valuat�on f�rm about the fa�r value determ�nat�on of goodw�ll and other �ntang�ble assets �n a bus�ness comb�nat�on.

A valuat�on f�rm about the determ�nat�on of goodw�ll �mpa�rment.

A valuat�on f�rm about the determ�nat�on of asbestos l�ab�l�ty.

An �ndependent actuary about the est�mat�on of workers’ compensat�on l�ab�l�ty.

Petroleum eng�neers about the evaluat�on of o�l and gas reserves. 

Pr�c�ng serv�ces or brokers that prov�de �nformat�on used to determ�ne the fa�r values of f�nanc�al assets or l�ab�l�t�es. 

The SEC staff has sa�d that reg�strants are not requ�red to refer to an �ndependent valuat�on f�rm or other expert �n 
reg�strat�on statements or per�od�c reports. If a reg�strant does not refer to the expert, the reg�strant �s not requ�red to 
name the expert or prov�de the expert’s consent unless the consent �s requ�red �n the reg�strat�on statement.1 However, 
reg�strants that choose to refer to an expert should cons�der the follow�ng:

Periodic Reports
Consents are not requ�red �n connect�on w�th a Form 10-K or 10-Q. However, �f reg�strants choose to refer to an 
�ndependent valuat�on f�rm or other expert �n per�od�c reports, and �f the reg�strant �ncorporates such a per�od�c report by 
reference �n a reg�strat�on statement, the below requ�rements apply.

Registration Statements
In the past, the SEC staff has asked reg�strants to prov�de consents from many th�rd-party experts that were referred to 
�n a reg�strat�on statement. However, on the bas�s of �nformal d�scuss�ons w�th the SEC staff, we understand that the key 
to assess�ng when a consent w�ll be requ�red �s the degree to wh�ch management takes respons�b�l�ty for the reference 
to the th�rd party �n the d�sclosure. That �s, �f the reg�strant essent�ally “outsourced” the serv�ces to the th�rd party and 
management �s not tak�ng respons�b�l�ty for the ult�mate conclus�on, management must obta�n the consent of the th�rd-
party prov�der to be a named expert under the Secur�t�es Act. The SEC staff �nd�cated that �t would look to the total�ty of 
the d�sclosure prov�ded �n determ�n�ng whether management appears to be tak�ng respons�b�l�ty for the conclus�on.
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Use of Experts and Consents

1 Independently of cons�derat�on of the consent requ�rement �n Sect�on 7(a) of the Secur�t�es Act , a reg�strant that uses or rel�es on a th�rd-party expert’s report, valuat�on, or op�n�on 
should cons�der whether �t �s requ�red to �nclude or summar�ze that report, valuat�on, or op�n�on �n the reg�strat�on statement to comply w�th spec�fic d�sclosure requ�rements, such as 
those �n Item 1015 of Regulat�on M-A or Item 601(b) of Regulat�on S-K, or the general d�sclosure requ�rements �n Rule 408 of the Secur�t�es Act.
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Reg�strants may also look to Quest�on 233.02 of the Compl�ance and D�sclosure Interpretat�ons of the Secur�t�es Act Rules, 
�ssued by the SEC staff �n November 2008, wh�ch prov�des new gu�dance on when a consent would be requ�red. Quest�on 
233.02 states, �n part:

The consent requ�rement �n Secur�t�es Act Sect�on 7(a) appl�es only when a report, valuat�on or op�n�on of an expert �s �ncluded or 
summar�zed �n the reg�strat�on statement and attr�buted to the th�rd party and thus becomes “expert�sed” d�sclosure. . . . If the 
reg�strant determ�nes to make reference to a th�rd party expert, the d�sclosure should make clear whether any related statement 
�ncluded or �ncorporated �n a reg�strat�on statement �s a statement of the th�rd party expert or a statement of the reg�strant. If the 
d�sclosure attr�butes a statement to a th�rd party expert, the reg�strant must comply w�th the requ�rements of Secur�t�es Act Rule 436 
[�.e., prov�de a consent] w�th respect to such statement. 

Quest�on 233.02 also g�ves the follow�ng example:

[I]f a reg�strant d�scloses purchase pr�ce allocat�on f�gures �n the notes to �ts f�nanc�al statements and d�scloses that these f�gures were 
taken from or prepared based on the report of a th�rd party expert, or prov�des s�m�lar d�sclosure that attr�butes the purchase pr�ce 
allocat�on f�gures to the th�rd party expert and not the reg�strant, then the reg�strant should comply w�th Rule 436 [of Regulat�on 
C] w�th respect to the purchase pr�ce allocat�on f�gures. On the other hand, �f the d�sclosure states that management or the board 
prepared the purchase pr�ce allocat�ons and �n do�ng so cons�dered or rel�ed �n part upon a report of a th�rd party expert, or prov�des 
s�m�lar d�sclosure that attr�butes the purchase pr�ce allocat�on f�gures to the reg�strant and not the th�rd party expert, then there 
would be no requ�rement to comply w�th Rule 436 w�th respect to the purchase pr�ce allocat�on f�gures as the purchase pr�ce 
allocat�on f�gures are attr�buted to the reg�strant.

http://www.sec.gov/divisions/corpfin/guidance/securitiesactrules-interps.htm
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Asset Retirement Obligations
The SEC staff often �ssues comments quest�on�ng why a reg�strant d�d not record an asset ret�rement obl�gat�on when 
d�sclosures �n the f�l�ng appear to �nd�cate that the reg�strant may have asset ret�rement obl�gat�ons. A reg�strant that 
�ncludes d�sclosures such as “settlement dates are unknown at th�s t�me,” or other s�m�lar language concern�ng the �nab�l�ty 
to reasonably est�mate the fa�r value of asset ret�rement obl�gat�ons, may rece�ve an SEC staff comment ask�ng for more 
deta�l about how the reg�strant reached th�s conclus�on and the extent of the reg�strant’s uncerta�nty. Reg�strants must 
d�sclose (1) that they have not recorded asset ret�rement obl�gat�ons that cannot be reasonably est�mated and (2) the 
reason they could not be reasonably est�mated under paragraph 22 of Statement 143.

Disclosures Regarding State Sponsors of Terrorism 
The U.S. Department of State has des�gnated f�ve countr�es as state sponsors of terror�sm — Cuba, Iran, North Korea, 
Sudan, and Syr�a. These countr�es are subject to U.S. econom�c sanct�ons and export controls. Reg�strants that do bus�ness 
�n these countr�es are requ�red to d�sclose mater�al operat�ons �n these locat�ons and any agreements, commerc�al 
arrangements, or other contacts w�th the governments or ent�t�es controlled by those governments. The SEC staff 
frequently comments on th�s subject and bel�eves these d�sclosures are �mportant to �nvestors. On November 16, 2007, the 
SEC �ssued a concept release on how to make these d�sclosures more access�ble to �nvestors through �ts Web s�te.

Pensions
SEC staff comments on pens�ons focus pr�mar�ly on account�ng pol�cy dec�s�ons and other requ�red d�sclosures. One such 
comment relates to the calculat�on of the market-related value of plan assets (as that term �s def�ned �n Statement 87). 
The SEC staff expects reg�strants to d�sclose the�r account�ng pol�cy elect�on for the method used to determ�ne the market-
related value of plan assets, s�nce th�s method d�rectly affects pens�on expense. The staff also comments on the absence 
of requ�red d�sclosures for key assumpt�ons, such as the d�scount rate and other actuar�al assumpt�ons used to value a 
company’s pens�on plan. (See the Pens�ons sect�on �n the 2008 Update below for related remarks made at the 2008 AICPA 
Conference.)

2008 Update
Capitalization of Costs 
Cap�tal�zat�on of costs �s another top�c that the SEC staff has focused on. The staff has asked reg�strants quest�ons about 
both the�r account�ng and d�sclosures for the cap�tal�zat�on of costs, such as dry dock�ng and plant turnaround costs. 
However, the staff has pr�mar�ly focused on �ncreas�ng the transparency of these costs through reg�strants’ �mproved 
d�sclosures. The follow�ng are examples of the types of d�sclosures that the SEC staff has recently requested regard�ng the 
account�ng for cap�tal�zed costs. 

Descr�be the types of costs that are cap�tal�zed as a component of deferred costs �n the account�ng pol�cy footnote.

For each per�od presented, prov�de a rollforward schedule of the beg�nn�ng and end�ng balance of the deferred costs 
to �nclude any add�t�ons (e.g., the amount of per�od�c deferrals) and amounts amort�zed �n the account�ng pol�cy 
footnote.

Include a statement that the types of costs cap�tal�zed are cons�stent for all per�ods covered by the f�nanc�al statements. 
If these costs are not cons�stent, d�sclose the changes �n the components and the reasons for these changes.

•

•

•

Other Areas of Frequent SEC Comment

http://www.sec.gov/rules/concept/2007/33-8860.pdf
http://www.sec.gov
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Separately state the amount of deferred costs �n the balance sheet or �n a note thereto, �f the amount �s greater than 5 
percent of total assets, as requ�red by Regulat�on S-X, Rule 5-02(17).

D�scuss �n MD&A any mater�al events and uncerta�nt�es known to management that would cause the reported 
h�stor�cal f�nanc�al �nformat�on not to be �nd�cat�ve of future operat�ng results or of future f�nanc�al cond�t�on, such as 
when amort�zat�on of deferred costs �s expected to �ncrease and mater�ally affect future operat�ng results. 

The staff has requested that reg�strants �nclude these add�t�onal d�sclosures �n the�r per�od�c reports �n the notes to the 
f�nanc�al statements and MD&A, as appropr�ate. 

Pensions
At the 2008 AICPA Conference, Mr. James Kroeker, deputy ch�ef accountant �n the SEC’s Off�ce of the Ch�ef Accountant, 
addressed quest�ons about pens�on plan account�ng. He stated that the SEC staff real�zes that much of the work related 
to measur�ng the benef�t obl�gat�on may be done �n advance and rolled forward to year-end. He also remarked that a 
rollforward approach would not be appropr�ate for plan assets w�th read�ly determ�nable fa�r values. He observed that an 
ent�ty should be able to measure plan assets w�th read�ly determ�nable fa�r values at year-end w�thout much d�ff�culty. 

He also caut�oned that an ent�ty should use a d�scount rate that reflects reasonable assumpt�ons as of the measurement 
date. Spec�f�cally, he d�scussed the follow�ng:

G�ven the current econom�c env�ronment and volat�l�ty �n the market, an ent�ty us�ng a rollforward approach for 
pens�on obl�gat�ons should be aware that a d�scount rate that was reasonable one or two months ago m�ght not be 
reasonable as of the measurement date.

Compan�es that use hypothet�cal bond portfol�os to support the d�scount rate when measur�ng the�r postret�rement 
benef�t obl�gat�ons should evaluate the �mpact of current market cond�t�ons on both bond pr�c�ng and bond select�on. 
Compan�es should cons�der exclud�ng “outl�ers” from the�r hypothet�cal bond portfol�os when develop�ng the�r 
postret�rement plan d�scount rates. Outl�ers �nclude bonds that have h�gh y�elds because (1) the �ssuer �s on rev�ew for 
poss�ble downgrade by one of the major rat�ng agenc�es or (2) recent events have caused s�gn�f�cant pr�ce volat�l�ty and 
the rat�ng agenc�es have not yet reacted.

When a company develops a hypothet�cal bond portfol�o, �t should cons�der whether there are enough bonds at a 
part�cular rat�ng ava�lable (�.e., “capac�ty”) �n the market to cover the pens�on obl�gat�on. If an ent�ty �s us�ng certa�n 
�nd�ces to select a d�scount rate, the capac�ty of some of the bonds �n the �ndex may not be suff�c�ent to cover the 
pens�on obl�gat�on of many plans �n the current env�ronment. Capac�ty constra�nts alone would not (1) preclude an 
ent�ty from cons�der�ng those bonds as �nputs �n develop�ng the d�scount rate or (2) requ�re an ent�ty to default to 
us�ng a treasury rate or AAA-rated secur�t�es, but �t �s �mportant to cons�der whether the ent�ty has met the overall 
object�ve of develop�ng a reasonable h�gh-cred�t-qual�ty rate. 

See Delo�tte’s Heads Up on the 2008 AICPA Conference for add�t�onal �nformat�on.

Other Deloitte Resources
• A Roadmap to the Account�ng and Regulatory Aspects of Postret�rement Benef�ts: Includ�ng an Overv�ew of Statement 158.

• F�nanc�al Report�ng Alert 08-19, “Pens�on and Other Postret�rement Benef�ts Affected by Turmo�l �n the Cred�t Markets.”

• January 9, 2009, Heads Up, “FASB Expands D�sclosures About Postret�rement Benef�t Plan Assets.”

•

•

•

•

•

http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D240086%2C00.html
http://www.deloitte.com/us/RoadmapFASB158
http://www.deloitte.com/dtt/alert/0,1001,sid%253D2002%2526cid%253D238015,00.html
http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D241878%2C00.html
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The SEC’s D�v�s�on of Corporat�on F�nance select�vely rev�ews f�l�ngs made under the Secur�t�es Act of 1933 and the 
Secur�t�es Exchange Act of 1934. In June 2008, the SEC staff �ssued an overv�ew that expla�ns �ts f�l�ng rev�ew and comment 
letter process.1 The overv�ew �ncreases transparency �n the rev�ew process and expresses the staff’s w�ll�ngness to d�scuss 
�ssues w�th compan�es. For example, the overv�ew �nd�cates that the “[staff] v�ews the comment process as a d�alogue w�th 
a company about �ts d�sclosure” and that a “company should not hes�tate to request that the staff recons�der a comment 
�t has �ssued or recons�der a staff member’s v�ew of the company’s response to a comment at any po�nt �n the f�l�ng rev�ew 
process.”

The overv�ew �s d�v�ded �nto two ma�n sect�ons:

The F�l�ng Rev�ew Process — Th�s sect�on expla�ns that the staff compr�ses 11 off�ces staffed by experts �n spec�al�zed 
�ndustr�es, account�ng, and d�sclosures. The sect�on �ncludes background on the d�fferent types (requ�red and select�ve) 
and levels of rev�ew and covers the comment process, �nd�cat�ng that “[m]uch of the [staff’s] rev�ew [process] �nvolves 
rev�ew�ng the d�sclosure from a potent�al �nvestor’s perspect�ve and ask�ng quest�ons that an �nvestor m�ght ask when 
read�ng the document.” The sect�on also addresses how to respond to staff comments and close a f�l�ng rev�ew. 

The Recons�derat�on Process — Th�s sect�on emphas�zes that “staff members, at all levels, are ava�lable to d�scuss 
d�sclosure and f�nanc�al statement presentat�on matters w�th a company and �ts legal, account�ng, and other adv�sors.” 
In address�ng compan�es’ potent�al requests for recons�derat�on of a staff member’s comment or v�ew on a company’s 
response, the staff emphas�zes that there �s no formal protocol to follow. However, the staff expla�ns where compan�es 
should start and the steps �nvolved �n the normal course of the recons�derat�on process. The staff also spec�f�es contact 
�nformat�on for each off�ce for both account�ng and f�nanc�al d�sclosure matters and legal and textual d�sclosure 
matters.

A company that rece�ves an SEC comment letter should generally respond w�th�n the t�me frame �nd�cated �n the letter. See 
Append�x B for more �nformat�on about respond�ng to SEC comment letters. The company should cont�nue to respond 
to any requests for more �nformat�on unt�l �t rece�ves a letter from the D�v�s�on stat�ng that the D�v�s�on has no further 
comments. A company that does not rece�ve a complet�on letter w�th�n a reasonable amount of t�me after subm�tt�ng a 
response letter should call �ts SEC staff rev�ewer (named �n the letter) to ask about the status of the rev�ew. If the rev�ew �s 
complete, the company should request a complet�on letter.

To �ncrease transparency of the D�v�s�on’s rev�ew process, comment letters are made publ�c, v�a the SEC’s Web s�te, no more 
than 45 days after the rev�ew �s completed. See Append�x C for t�ps on search�ng the SEC’s comment letter database. 

•

•

Appendix A: SEC Staff Review Process

1 An overv�ew of the legal and regulatory pol�cy offices �s also ava�lable on the SEC’s Web s�te.

http://www.sec.gov/divisions/corpfin/cffilingreview.htm
http://www.sec.gov/divisions/corpfin/cflegalregpolicy.htm
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Appendix B: Best Practices for Managing 
Unresolved SEC Comment Letters
The follow�ng best pract�ces are �ntended to help SEC reg�strants resolve any staff comment letters �n a t�mely manner. 
Unresolved comments may affect a reg�strant’s ab�l�ty to �ssue f�nanc�al statements and an aud�tor’s ab�l�ty to �ssue the 
current-year aud�t report. 

Cons�der the �mpact the comment letter may have on your ab�l�ty to �ssue the f�nanc�al statements.

Consult w�th your SEC legal counsel about the �mpact the comment letter may have on the cert�f�cat�ons conta�ned �n 
your Form 10-K.

Consult w�th your aud�tors to d�scuss the �mpact the comment letter may have on the�r ab�l�ty to �ssue the current-year 
aud�t report.

Rev�ew the comment letter �mmed�ately and respond to the SEC staff rev�ewer (named �n the letter) w�th�n the t�me 
�nd�cated �n the comment letter (usually 10 bus�ness days). If poss�ble, do not request an extens�on, s�nce th�s may 
delay resolut�on of the comment letter. However, �n certa�n c�rcumstances, a reg�strant may cons�der request�ng an 
extens�on to prov�de a response that addresses all of the staff’s comments.

If you do not fully understand any spec�f�c comment, contact your SEC staff rev�ewer for clar�f�cat�on so that you can 
prov�de an appropr�ate response.

Because some comments may requ�re d�sclosures �n future f�l�ngs, cons�der �nclud�ng such d�sclosures �n the response 
letter to potent�ally el�m�nate add�t�onal requests from your SEC staff rev�ewer.

Ma�nta�n contact w�th your SEC staff rev�ewer and make the rev�ewer aware of your requ�red t�m�ng (on the bas�s of 
your current-year f�l�ng deadl�nes).

If you have not rece�ved a follow-up letter or been contacted w�th�n two weeks of f�l�ng the �n�t�al response letter, 
contact your SEC staff rev�ewer to determ�ne the status of the comments. Promptly address any follow-up quest�ons.

If you are uncerta�n about whether your rev�ew has been completed w�thout further comments, ask the SEC staff 
rev�ewer about the status of the rev�ew. If the rev�ew �s complete, ask the rev�ewer for a complet�on letter.

Disclosure Requirements
In add�t�on, under the Secur�t�es Offer�ng Reform,1 large accelerated f�lers, accelerated f�lers, and well-known seasoned 
�ssuers must d�sclose �n the�r Forms 10-K the substance of any mater�al unresolved SEC staff comments that were �ssued 
180 or more days before the end of the current f�scal year.

•

•

•

•

•

•

•

•

•

1 The SEC adopted final rules, effect�ve as of December 1, 2005, wh�ch mod�fied the reg�strat�on, commun�cat�ons, and offer�ng processes under the Secur�t�es Act of 1933.
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Appendix C: Tips for Searching the SEC’s Database 
for Comment Letters
The SEC releases comment letters and responses on �ts Web s�te no earl�er than 45 days after the rev�ew of the f�l�ng 
�s completed. Users can search the database on a quarterly bas�s as part of the�r f�nanc�al statement rev�ew process. 
Reg�strants and nonreg�strants can use these comments to �mprove the�r account�ng and overall d�sclosure.

The gu�de below conta�ns t�ps for us�ng the “Full-Text Search” feature to f�nd relevant comment letters on the SEC’s 
database.

Full-Text Search Feature
The Full-Text Search feature allows users to search the complete text of all f�l�ngs posted electron�cally w�th�n the last four 
years. It performs two types of searches: bas�c and advanced. The bas�c search looks for all form types, wh�le the advanced 
search can l�m�t search results to spec�f�c f�l�ngs.

To access the advanced search feature:

(1) On the SEC’s home page (www.sec.gov), select “Search for Company F�l�ngs” under “F�l�ngs & Forms.” (Note: You 
may need to scroll down to f�nd these select�ons.)

http://www.sec.gov
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(3) On the “Full-Text Search” Web page, select “Advanced Search.” 

(2) On the “Search IDEA” Web page, select “Full text (past four years).” 
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 The follow�ng are t�ps for us�ng th�s page:

Form Types
To l�m�t the search results to comment letters, use the drop-down menu next to “In Form Type:” and choose “CORRESP” 
for the reg�strant’s response to the SEC (wh�ch usually �ncludes the text of the SEC’s comments) or “UPLOAD” for the 
comments only. To search for other �tems (e.g., sample d�sclosures �n Forms 10-K and 10-Q), select the relevant form. 

Performing Searches
Searches are performed by enter�ng text �nto the “Search for Text” f�eld. Full-Text Search features both “natural-language” 
and Boolean search�ng. W�th natural-language search�ng, one can search for a concept by us�ng the language that would 
be used to express that concept to another person (e.g., fluctuat�ons �n �nterest rates). Full-Text Search w�ll f�nd all comment 
letters that �nclude at least one of the words entered �nto the “Search for Text” f�eld and w�ll automat�cally f�nd var�at�ons of 
the key word(s).

To search for a spec�f�c phrase, enclose the words �n the search box w�th�n quotat�ons (e.g., “management’s d�scuss�on 
and analys�s”). Full-Text Search w�ll f�nd all comment letters that �nclude the exact phrase or a s�m�lar phrase, such as 
“manager�al d�scuss�on and analys�s.” 

Boolean search�ng �ncludes the use of Boolean operators to make a search more prec�se. Some commonly used Boolean 
operators are AND, OR, and NOT (cap�tal�zat�on of these terms �s requ�red). For the operator to work effect�vely, a key word 
or phrase generally must be �ncluded before and after the operator (e.g., �nvestments AND temporary).

AND — Us�ng AND �n a search w�ll f�nd documents that �nclude all terms connected by the AND operator (but not 
necessar�ly �n the same sentence or paragraph). These terms can appear �n any order �n the document.

OR — Us�ng OR �n a search w�ll f�nd documents conta�n�ng any of the terms connected by the OR operator.

NOT — Us�ng NOT �n a search w�ll f�nd documents that conta�n one term but not another term.

•

•

•

(4) Th�s br�ngs up the follow�ng Web page. 
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Modifications to Searches
Full-Text Search also allows a user to narrow search results by employ�ng add�t�onal tools w�th�n the “Search for Text” f�eld. 
Depend�ng on the search cr�ter�a used, the results of the search could range from broad to more spec�f�c. These tools 
�nclude W�ldcard and Nearness searches.

W�ldcard — Wh�le Full-Text Search automat�cally f�nds certa�n var�at�ons of a key word w�th�n comment letters, a user 
can ensure that all var�at�ons are cons�dered by us�ng a w�ldcard. An aster�sk (*) �s a w�ldcard that can be used �n place 
of m�ss�ng character(s) of the key word(s) to f�nd all comment letters that �nclude a var�at�on of the word �nd�cated (e.g., 
�mpa�r* would search for �mpa�r, �mpa�red, �mpa�r�ng, �mpa�rment, and �mpa�rs).

Nearness — A user can search for key words or phrases w�th�n a certa�n prox�m�ty of each other by st�pulat�ng a range. The 
range �s determ�ned by us�ng the term “NEARn” w�th the “n” as the max�mum number of words w�th�n the range (e.g., 
“�mpa�r NEAR5 down” would f�nd comment letters w�th �mpa�r and down w�th�n f�ve words of each other).

Many of these tools can be comb�ned. For example, the use of quotat�ons to f�nd a spec�f�ed phrase can be comb�ned w�th 
the use of the Boolean operators (e.g., �nvestments AND “temporary decl�ne”). 

Full-Text Search does not �ndex numbers; therefore, numbers �ncluded w�th�n a query w�ll be �gnored. For example, a search 
for the terms route 66 hotels w�ll locate documents that conta�n the terms “route” and “hotels” but w�ll not �dent�fy any 
documents conta�n�ng the number “66.” The advanced search funct�on can, however, l�m�t searches to f�l�ngs assoc�ated 
w�th certa�n spec�al k�nds of numbers, such as CIK numbers, dates, and f�l�ng types (see “Other Search Cr�ter�a” below for 
add�t�onal �nformat�on).

Other Search Criteria
In add�t�on to part�cular words or phrases, comment letters can be searched by:

Company name.

Central �ndex key (CIK).1 

Standard �ndustr�al class�f�cat�on (SIC) code.2 

Date range.

The search eng�ne �ncludes spec�f�c boxes for each of these �tems, allow�ng further custom�zat�on of results. 

•

•

•

•

1 Accord�ng to the SEC’s Web s�te, “a CIK �s the un�que number that the SEC’s computer system ass�gns to �nd�v�duals and corporat�ons who file d�sclosure documents w�th the SEC. All 
new electron�c and paper filers, fore�gn and domest�c, rece�ve a CIK number.”

2 A SIC code �s an �ndustry des�gnat�on. Note that some of the SIC code descr�pt�ons are s�m�lar, so narrow�ng results by SIC code may not �nclude certa�n �ssuers that are �n a s�m�lar 
�ndustry yet have a d�fferent ass�gned SIC code.
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Note: A user can see a l�st of add�t�onal compan�es that have the same SIC code as the one �n a l�st of search results by 
cl�ck�ng on the SIC Code appear�ng �n the l�st of search results. 

Example

 
 
 

Displaying Search Results
A user can select the number of results to �nclude on each page by adjust�ng the “Results per page” drop-down l�st on the 
r�ght s�de of the page. The most recent f�l�ngs are l�sted f�rst.

To open the comment letters, cl�ck on the underl�ned t�tle of the form to the r�ght of the date. The comment letters w�ll 
�nclude any attachments or exh�b�ts.

Example of Benefits of Using Full-Text Search

Assume that a user �n the hotel �ndustry was �nterested �n recent SEC comments on the determ�nat�on of operat�ng 
segments. By search�ng for the words operating segments �n all forms, for all dates, a user would get 8,000+ results, 
many of wh�ch are not relevant. 

We recently tr�ed narrow�ng our search to the form type CORRESP by us�ng the spec�f�c phrase �n quotat�ons, “operat�ng 
segments”; us�ng the �ndustry code for the hotel/motel �ndustry (SIC 7011); and prov�d�ng a date range spann�ng only 
the last two years. We got a much lower number of results, all of wh�ch are relevant and are more manageable to 
rev�ew.

Finding Search Terms Within the Filing Document

HTML or Text Documents
Once the comment letter �s opened, the user can f�nd search terms by press�ng the Ctrl and F keys s�multaneously, then 
typ�ng one or more of the key words �nto the box and cl�ck�ng F�nd. 

PDF Documents
Once the comment letter �s opened, the user can f�nd search terms by cl�ck�ng on the b�nocular �con and typ�ng one or 
more of the key words �nto the box and cl�ck�ng Search. 

Additional Help on Using Full-Text Search
The Full-Text Search Frequently Asked Quest�ons (FAQ) page �ncludes a valuable l�st of FAQs and answers. One of the FAQs 
�nd�cates that �f a user �s hav�ng trouble, he or she may “[s]end an e-ma�l to the textsearch@sec.gov ma�lbox, tell�ng . . . 
what [he or she �s] try�ng to f�nd and how [he or she has] been search�ng for �t.”

http://www.sec.gov/edgar/searchedgar/edgarfulltextfaq.htm
mailto:textsearch@sec.gov
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Appendix D: Deloitte Resources
Deloitte Publications
In add�t�on to th�s publ�cat�on, Delo�tte has a range of publ�cat�ons to ass�st w�th SEC-related matters. These �nclude:

Heads Up

SEC Modern�zes O�l and Gas Company Report�ng

Study F�nal�zed on Mark-to-Market Account�ng

SEC Approves Rules Requ�r�ng Reg�strants to Subm�t Interact�ve Data

H�ghl�ghts of the 2008 AICPA Nat�onal Conference on Current SEC and PCAOB Developments

SEC Issues Proposed IFRS Roadmap

SEC Proposes to G�ve Certa�n U.S. Issuers the Opt�on to Use IFRSs and Proposes a Roadmap to a Mandatory Trans�t�on 
Date for All U.S. Issuers

SEC Holds Fourth Roundtable on IFRSs

Complex�ty DeCIF�Red — SEC Adv�sory Comm�ttee Releases F�nal Report

Someth�ng to Talk About — SEC Staff Expla�ns the F�l�ng Rev�ew and Comment Letter Process

Great “X”pectat�ons — SEC Proposes Mandat�ng XBRL Use to Make F�nanc�al Data Interact�ve

Regulat�ons Comm�ttee and SEC Staff Hold F�rst Meet�ng of 2008

DeCIF�R�ng Complex�ty — SEC Adv�sory Comm�ttee Releases Progress Report

H�ghl�ghts of the 2007 AICPA Nat�onal Conference on Current SEC and PCAOB Developments

SEC Holds Roundtables on IFRSs

Major Changes to Bus�ness Comb�nat�on Account�ng as FASB and IASB Substant�ally Converge Standards

XBRL U.S. GAAP Taxonomy Made Ava�lable for Publ�c Comment

SEC Removes Reconc�l�at�on Requ�rement, Approves Smaller Publ�c Company Rules

SEC Regulat�ons Comm�ttee and SEC Staff Hold Th�rd Meet�ng of 2007

ESOARS Take Off — SEC OKs Use of a Surrogate to Value Employee Share Opt�ons

SEC Feedback on Execut�ve Compensat�on D�sclosures: “Where’s the Analys�s?”

SEC Staff Issues Comment Letters on Execut�ve Compensat�on D�sclosures

The Sh�ft Toward IFRSs and Its Impact on U.S. Compan�es

SEC Regulat�ons Comm�ttee and SEC Staff Hold Second Meet�ng of 2007

SEC Prov�des Further Rel�ef for Smaller Publ�c Compan�es

SEC Proposes Eas�ng Requ�rements for Fore�gn F�l�ngs

SEC Tackles a W�de Range of Top�cs

SEC and PCAOB Approve New Sect�on 404 Gu�dance: No Add�t�onal Delay for Non-Accelerated F�lers

Expected SEC Act�ons W�ll Increase Relevance of IFRSs �n the U.S.

http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D243530%2C00.html
http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D241902%2C00.html
http://www.deloitte.com/dtt/newsletter/0,1012,sid%253D2002%2526cid%253D240483,00.html
http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D240086%2C00.html
http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D234739%2C00.html
http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D221715%2C00.html
http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D221715%2C00.html
http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D219076%2C00.html
http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D218793%2C00.html
http://www.deloitte.com/us/Headsup12June08
http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D209557%2C00.html
http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D206940%2C00.html
http://www.deloitte.com/dtt/alert/0%2C1001%2Ccid%25253D192914%2C00.html
http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D184200%2C00.html
http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D183853%2C00.html
http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D183008%2C00.html
http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D182561%2C00.html
http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D179653%2C00.html
http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D177786%2C00.html
http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D176838%2C00.html
http://www.deloitte.com/dtt/newsletter/0,1012,sid%253D2002%2526cid%253D175576,00.html
http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D170207%2C00.html
http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D167937%2C00.html
http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D166610%2C00.html
http://www.deloitte.com/dtt/newsletter/0,1012,sid%253D2002%2526cid%253D164760,00.html
http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D163810%2C00.html
http://www.deloitte.com/dtt/newsletter/0,1012,sid%253D109074%2526cid%253D163312,00.html
http://www.deloitte.com/dtt/newsletter/0,1012,sid%253D2002%2526cid%253D159401,00.html
http://www.deloitte.com/dtt/newsletter/0,1012,sid%253D2002%2526cid%253D157304,00.html
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SEC Regulat�ons Comm�ttee and SEC Staff Hold F�rst Meet�ng of 2007

SEC D�scusses Improvements to Sect�on 404 of the Sarbanes-Oxley Act

SEC Clar�f�es V�ews on the Des�gn of Market-Based Employee Stock Opt�on Valuat�on Model

Match�ng Cr�t�cal Terms �n Hedge Strateg�es — Major Account�ng F�rms D�scuss Ram�f�cat�ons W�th SEC Staff

SEC and PCAOB Update

F�nanc�al Report�ng Alerts

08-16 (Rev�sed): SEC Issues Letter Clar�fy�ng Other-Than-Temporary Impa�rment Gu�dance for Perpetual Preferred 
Secur�t�es

08-11: SEC and FASB Release Fa�r Value Clar�f�cat�ons

08-10: SEC Adv�ses Reg�strants to Further Expla�n Fa�r Value �n MD&A — An Addendum to the March 2008 SEC Letter 

08-7: SEC Adv�ses Reg�strants to Further Expla�n Fa�r Value �n MD&A

08-1: SEC Issues Letter Clar�fy�ng Account�ng Ram�f�cat�ons of Accelerated Efforts to M�t�gate Subpr�me Cr�s�s

07-10: SEC Extends the Use of the S�mpl�f�ed Method �n SAB 107 Under Certa�n C�rcumstances

07-5: CAQ Update — Key Account�ng Issues and the Cred�t Env�ronment

07-4: Key Account�ng Issues and the Current Cred�t Env�ronment

07-2: Error Made by Compan�es �n Adopt�ng Statement 158’s Recogn�t�on Prov�s�ons

Account�ng Alerts

07-5: SEC Expresses Concerns About F�nanc�al Report�ng of Certa�n Strateg�es Related to the Adopt�on of  
Statement 159

SEC Alerts

07-1: SEC Issues Letter on F�l�ng Restated F�nanc�al Statements for Errors �n Account�ng for Stock Opt�on Grants

Deloitte’s National SEC Services Group:
Chr�st�ne Q. Dav�ne, Partner-�n-Charge 202-879-4905

D�ana J. Cravotta    412-338-7371

L�sa A. Delf�n�    203-761-3271

Kathleen M. Malone   203-761-3770

Mark E. M�sk�n�s    203-761-3451

L�sa M. M�trov�ch   202-220-2815

Joanne M. Mooney   203-761-3173

Jeanne B. R�ggs    202-370-2212

Howard E. Slagter   203-761-3461

Sondra Stokes    202-370-2221

http://www.deloitte.com/dtt/newsletter/0,1012,sid%253D109074%2526cid%253D156705,00.html
http://www.deloitte.com/dtt/cda/doc/content/us_assur_headsup_041007.pdf
http://www.deloitte.com/dtt/cda/doc/content/us_assur_heads_up_022007.pdf
http://www.deloitte.com/dtt/cda/doc/content/us_assur_heads_up_011807.pdf
http://www.deloitte.com/dtt/cda/doc/content/us_assur_heads_up_010807.pdf
http://www.deloitte.com/us/FRAlert08-16
http://www.deloitte.com/us/FRAlert08-16
http://www.deloitte.com/us/FRAlert08-11
http://www.deloitte.com/us/FRAlert08-10
http://www.deloitte.com/us/FRAlert08-7
http://www.deloitte.com/us/FRAlert08-1
http://www.deloitte.com/us/FRAlert07-10
http://www.deloitte.com/us/FRAlert07-5
http://www.deloitte.com/us/FRAlert07-4
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Did You Know . . . ?
Delo�tte’s SEC Report�ng Interpretat�ons Manual �ncludes �nterpret�ve gu�dance and more than 125 Q&As on the follow�ng 
top�cs:

Understand�ng the SEC.

Bus�ness comb�nat�ons — Prov�d�ng f�nanc�al statements of an acqu�red bus�ness requ�red under Regulat�on S-X,  
Rule 3-05.

Unconsol�dated subs�d�ar�es and equ�ty method �nvestees — Prov�d�ng f�nanc�al �nformat�on of unconsol�dated 
subs�d�ar�es and equ�ty method �nvestees requ�red under Regulat�on S-X, Rules 3-09 and 4-08(g).

Real estate operat�ons — Prov�d�ng f�nanc�al �nformat�on of acqu�red real estate operat�ons requ�red under Regulat�on 
S-X, Rule 3-14.

Reg�strant’s f�nanc�al statements.

Guarantor f�nanc�al statements — Prov�d�ng guarantor f�nanc�al statements requ�red under Regulat�on S-X, Rule 3-10.

The SEC Report�ng Interpretat�ons Manual �s ava�lable on Techn�cal L�brary: The Delo�tte Account�ng Research Tool. For 
more �nformat�on, �nclud�ng subscr�pt�on deta�ls and an onl�ne demonstrat�on, v�s�t www.delo�tte.com/us/techl�brary.

•

•

•

•

•

•

http://www.deloitte.com/us/techlibrary
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Appendix E: Glossary of Standards
FASB Statement No. 163, Account�ng for F�nanc�al Guarantee Insurance Contracts — an �nterpretat�on of FASB Statement 
No. 60

FASB Statement No. 162, The H�erarchy of Generally Accepted Account�ng Pr�nc�ples

FASB Statement No. 161, D�sclosures About Der�vat�ve Instruments and Hedg�ng Act�v�t�es — an amendment of FASB 
Statement No. 133

FASB Statement No. 160, Noncontroll�ng Interests �n Consol�dated F�nanc�al Statements — an amendment of ARB No. 51

FASB Statement No. 158, Employers’ Account�ng for Def�ned Benef�t Pens�on and Other Postret�rement Plans — an 
amendment of FASB Statements No. 87, 88, 106, and 132(R)

FASB Statement No. 157, Fa�r Value Measurements

FASB Statement No. 144, Account�ng for the Impa�rment or D�sposal of Long-L�ved Assets

FASB Statement No. 143, Account�ng for Asset Ret�rement Obl�gat�ons 

FASB Statement No. 142, Goodw�ll and Other Intang�ble Assets 

FASB Statement No. 141(R), Bus�ness Comb�nat�ons

FASB Statement No. 141, Bus�ness Comb�nat�ons

FASB Statement No. 140, Account�ng for Transfers and Serv�c�ng of F�nanc�al Assets and Ext�ngu�shments of L�ab�l�t�es —  
a replacement of FASB Statement 125

FASB Statement No. 133, Account�ng for Der�vat�ve Instruments and Hedg�ng Act�v�t�es

FASB Statement No. 131, D�sclosures About Segments of an Enterpr�se and Related Informat�on 

FASB Statement No. 128, Earn�ngs per Share 

FASB Statement No. 123(R), Share-Based Payment

FASB Statement No. 115, Account�ng for Certa�n Investments �n Debt and Equ�ty Secur�t�es 

FASB Statement No. 109, Account�ng for Income Taxes 

FASB Statement No. 107, D�sclosures About Fa�r Value of F�nanc�al Instruments

FASB Statement No. 95, Statement of Cash Flows 

FASB Statement No. 87, Employers’ Account�ng for Pens�ons

FASB Statement No. 78, Class�f�cat�on of Obl�gat�ons That Are Callable by the Cred�tor — an amendment of ARB No. 43, 
Chapter 3A

FASB Statement No. 57, Related Party D�sclosures

FASB Statement No. 6, Class�f�cat�on of Short-Term Obl�gat�ons Expected to Be Ref�nanced — an amendment of ARB No. 
43, Chapter 3A
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FASB Statement No. 5, Account�ng for Cont�ngenc�es

FASB Interpretat�on No. 48, Account�ng for Uncerta�nty �n Income Taxes — an �nterpretat�on of FASB Statement No. 109

FASB Interpretat�on No. 39, Offsett�ng of Amounts Related to Certa�n Contracts — an �nterpretat�on of APB Op�n�on No. 10 
and FASB Statement No.105

FASB Techn�cal Bullet�n No. 79-3, Subject�ve Accelerat�on Clauses �n Long-Term Debt Agreements

FASB Staff Implementat�on Gu�de (Statement 131), “Segment Informat�on: Gu�dance on Apply�ng Statement 131”

FASB Staff Implementat�on Gu�de (Statement 86), “Computer Software: Gu�dance on Apply�ng Statement 86”

FASB Staff Pos�t�on No. FAS 140-4 and FIN 46(R)-8, “D�sclosures by Publ�c Ent�t�es (Enterpr�ses) About Transfers of F�nanc�al 
Assets and Interests �n Var�able Interest Ent�t�es”

FASB Staff Pos�t�on No. FAS 133-1 and FIN 45-4, “D�sclosures About Cred�t Der�vat�ves and Certa�n Guarantees: An 
Amendment of FASB Statement No. 133 and FASB Interpretat�on No. 45; and Clar�f�cat�on of the Effect�ve Date of FASB 
Statement No. 161”

FASB Staff Pos�t�on No. FIN 48-1, “Def�n�t�on of Settlement �n FASB Interpretat�on No. 48”

FASB Staff Pos�t�on No. APB 14-1, “Account�ng for Convert�ble Debt Instruments That May Be Settled �n Cash Upon 
Convers�on (Includ�ng Part�al Cash Settlement)”

Statement 133 Implementat�on Issue No. G7, “Cash Flow Hedges: Measur�ng the Ineffect�veness of a Cash Flow Hedge 
Under Paragraph 30(b) When the Shortcut Method Is Not Appl�ed”

Statement 133 Implementat�on Issue No. E23, “Hedg�ng — General: Issues Involv�ng the Appl�cat�on of the Shortcut 
Method Under Paragraph 68”

EITF Issue No. 08-8, “Account�ng for an Instrument (or an Embedded Feature) W�th a Settlement Amount That Is Based on 
the Stock of an Ent�ty’s Consol�dated Subs�d�ary”

EITF Issue No. 07-5, “Determ�n�ng Whether an Instrument (or Embedded Feature) Is Indexed to an Ent�ty’s Own Stock”

EITF Issue No. 06-6, “Debtor’s Account�ng for a Mod�f�cat�on (or Exchange) of Convert�ble Debt Instruments”

EITF Issue No. 05-2, “The Mean�ng of ‘Convent�onal Convert�ble Debt Instrument’ �n Issue No. 00-19”

EITF Issue No. 03-13, “Apply�ng the Cond�t�ons �n Paragraph 42 of FASB Statement No. 144 �n Determ�n�ng Whether to 
Report D�scont�nued Operat�ons”

EITF Issue No. 03-6, “Part�c�pat�ng Secur�t�es and the Two-Class Method Under FASB Statement No. 128”

EITF Issue No. 03-5, “Appl�cab�l�ty of AICPA Statement of Pos�t�on 97-2 to Non-Software Del�verables �n an Arrangement 
Conta�n�ng More-Than-Inc�dental Software”

EITF Issue No. 00-27, “Appl�cat�on of Issue No. 98-5 to Certa�n Convert�ble Instruments”

EITF Issue No. 00-21, “Revenue Arrangements W�th Mult�ple Del�verables” 

EITF Issue No. 00-19, “Account�ng for Der�vat�ve F�nanc�al Instruments Indexed to, and Potent�ally Settled �n, a Company’s 
Own Stock”

EITF Issue No. 98-5, “Account�ng for Convert�ble Secur�t�es W�th Benef�c�al Convers�on Features or Cont�ngently Adjustable 
Convers�on Rat�os”
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EITF Issue No. 98-3, “Determ�n�ng Whether a Nonmonetary Transact�on Involves Rece�pt of Product�ve Assets or of a 
Bus�ness”

EITF Issue No. 96-19, “Debtor’s Account�ng for a Mod�f�cat�on or Exchange of Debt Instruments“

EITF Issue No. 95-22, “Balance Sheet Class�f�cat�on of Borrow�ngs Outstand�ng Under Revolv�ng Cred�t Agreements That 
Include Both a Subject�ve Accelerat�on Clause and a Lock-Box Arrangement“

EITF Issue No. 95-8, “Account�ng for Cont�ngent Cons�derat�on Pa�d to the Shareholders of an Acqu�red Enterpr�se �n a 
Purchase Bus�ness Comb�nat�on“

EITF Issue No. 87-24, “Allocat�on of Interest to D�scont�nued Operat�ons”

EITF Issue No. 86-5, “Class�fy�ng Demand Notes W�th Repayment Terms”

EITF Top�c No. D-101, “Clar�f�cat�on of Report�ng Un�t Gu�dance �n Paragraph 30 of FASB Statement No. 142”

EITF Top�c No. D-98, “Class�f�cat�on and Measurement of Redeemable Secur�t�es” 

APB Op�n�on No. 22, D�sclosure of Account�ng Pol�c�es

APB Op�n�on No. 14, Account�ng for Convert�ble Debt and Debt Issued W�th Stock Purchase Warrants

Account�ng Research Bullet�n No. 43, Chapter 3A, “Work�ng Cap�tal: Current Assets and L�ab�l�t�es”

AICPA Statement of Pos�t�on 01-6, Account�ng by Certa�n Ent�t�es (Includ�ng Ent�t�es W�th Trade Rece�vables) That Lend to or 
F�nance the Act�v�t�es of Others 

AICPA Statement of Pos�t�on 97-2, Software Revenue Recogn�t�on

AICPA Statement of Pos�t�on 94-6, D�sclosure of Certa�n S�gn�f�cant R�sks and Uncerta�nt�es

SEC Staff Account�ng Bullet�n Top�c 14.F, “Class�f�cat�on of Compensat�on Expense Assoc�ated W�th Share-Based Payment 
Arrangements” (SAB 107)

SEC Staff Account�ng Bullet�n Top�c 14.D, “Certa�n Assumpt�ons Used �n Valuat�on Methods” (SAB 110)

SEC Staff Account�ng Bullet�n Top�c 13, “Revenue Recogn�t�on” (SAB 101 and SAB 104)

SEC Staff Account�ng Bullet�n Top�c 11.M, “D�sclosure of the Impact That Recently Issued Account�ng Standards W�ll Have 
on the F�nanc�al Statements of the Reg�strant When Adopted �n a Future Per�od” (SAB 74)

SEC Staff Account�ng Bullet�n Top�c 11.B, “Deprec�at�on and Deplet�on Excluded From Cost of Sales” 

SEC Staff Account�ng Bullet�n Top�c 6.L, “F�nanc�al Report�ng Release 28 — Account�ng for Loan Losses by Reg�strants 
Engaged �n Lend�ng Act�v�t�es”

SEC Staff Account�ng Bullet�n Top�c 5.P, “Restructur�ng Charges”

SEC Staff Account�ng Bullet�n Top�c 5.M, “Other Than Temporary Impa�rment of Certa�n Investments �n Debt and Equ�ty 
Secur�t�es”

SEC Staff Account�ng Bullet�n Top�c 5, “M�scellaneous Account�ng”

SEC Regulat�on S-X, Art�cle 11, “Pro Forma F�nanc�al Informat�on”

SEC Regulat�on S-X, Rule 11-01, “Presentat�on Requ�rements”
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SEC Regulat�on S-X, Rule 5-04, “What Schedules Are to Be F�led”

SEC Regulat�on S-X, Rule 5-03, “Income Statements”  

SEC Regulat�on S-X, Rule 5-02, “Balance Sheets”

SEC Regulat�on S-X, Rule 4-08, “General Notes to F�nanc�al Statements”

SEC Regulat�on S-X, Rule 3-16, “F�nanc�al Statements of Aff�l�ates Whose Secur�t�es Collateral�ze an Issue Reg�stered or 
Be�ng Reg�stered”

SEC Regulat�on S-X, Rule 3-10, “F�nanc�al Statements of Guarantors and Issuers of Guaranteed Secur�t�es Reg�stered or 
Be�ng Reg�stered”

SEC Regulat�on S-X, Rule 3-09, “Separate F�nanc�al Statements of Subs�d�ar�es Not Consol�dated and 50 Percent or Less 
Owned Persons”

SEC Regulat�on S-X, Rule 3-05, “F�nanc�al Statements of Bus�nesses Acqu�red or to Be Acqu�red”

SEC Regulat�on S-K, Item 601, “Exh�b�ts”

SEC Regulat�on S-K, Item 402, “Execut�ve Compensat�on”

SEC Regulat�on S-K, Item 308, “Internal Control Over F�nanc�al Report�ng”

SEC Regulat�on S-K, Item 307, “D�sclosure Controls and Procedures”

SEC Regulat�on S-K, Item 305, “Quant�tat�ve and Qual�tat�ve D�sclosures About Market R�sk”

SEC Regulat�on S-K, Item 303, “Management’s D�scuss�on and Analys�s of F�nanc�al Cond�t�on and Results of Operat�ons”

SEC Regulat�on S-K, Item 302, “Supplementary F�nanc�al Informat�on”

SEC Regulat�on S-K, Item 10, “General”

SEC Regulat�on M-A, Item 1015, “Reports, Op�n�ons, Appra�sals and Negot�at�ons”

SEC Rule 240.13a-15, “Controls and Procedures”

SEC F�nal Rule Release No. 33-8238, Management’s Report on Internal Control Over F�nanc�al Report�ng and Cert�f�cat�on 
of D�sclosure �n Exchange Act Per�od�c Reports

SEC F�nal Rule Release No. 33-8176, Cond�t�ons for Use of Non-GAAP F�nanc�al Measures

SEC F�nanc�al Report�ng Release No. 72, Interpretat�on: Comm�ss�on Gu�dance Regard�ng Management’s D�scuss�on and 
Analys�s of F�nanc�al Cond�t�on and Results of Operat�ons

SEC F�nanc�al Report�ng Release No. 36, Management’s D�scuss�on and Analys�s of F�nanc�al Cond�t�on and Results of 
Operat�ons; Certa�n Investment Company D�sclosure

SEC F�nanc�al Report�ng Cod�f�cat�on Sect�on 501, “Management’s D�scuss�on and Analys�s”

SEC F�nanc�al Report�ng Cod�f�cat�on Sect�on 216, “D�sclosure of Unusual Charges and Cred�ts to Income”

SEC Account�ng Ser�es Release No. 268 (FRR Sect�on 211), Presentat�on �n F�nanc�al Statements of ‘Redeemable Preferred 
Stocks’
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