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Diary
Upcoming GGI Auditing,
Reporting & Compliance
Practice Group meetings:
➜ Marrakesh, Morocco
08 November 2019
GGI ARC PG Meeting
at the GGI World Conference
➜ Limassol, Cyprus
24 April 2020 (TBC)
GGI ARC PG Meeting
at the GGI European
Regional Conference
➜ Nassau, The Bahamas
05 June 2020 (TBC)
GGI ARC PG Meeting
at the GGI North American
Regional Conference
➜ Madrid, Spain
26 June 2020 (TBC)
GGI ARC PG Meeting
at the GGI Latin American
& Iberian Regional Conference

Editorial
Dear GGI friends and colleagues,
Welcome to this second edition
of the GGI Auditing, Reporting
and Compliance Newsletter.
I am again very delighted to thank
the contributors to this newsletter for
their articles and in particular I am
pleased to note the variety of countries
and topics that they represent.
Many of us are looking forward to
attending the GGI World Conference
in Marrakesh. I am most anxious to
meet you either at our PG meeting
or during the conference. Let us take
the opportunity to further strengthen
our cooperation and support our
clients with their cross-border
activities. I am sure there are plenty
of opportunities to work together.

So enjoy this edition and I very
much hope to see you in Marrakesh.
Happy reading!
Boris Michels
Global Chairperson of the
GGI Auditing, Reporting
& Compliance Practice Group

➜ Montreal (QC), Canada
23 October 2020 (TBC)
GGI ARC PG Meeting
at the GGI World Conference

Disclaimer – The information provided in this newsletter came from reliable sources and was prepared from data as-

sumed to be correct; however, prior to making it the basis of a decision, it must be verified. Ratings and assessments reflect
the personal opinion of the respective author only. We neither accept liability for, nor are we able to guarantee, the content.
This publication is for GGI internal use only and intended solely and exclusively for GGI members.

IASB Modernises the Concept
of Materiality: What is New?
By Dr Thomas Geiger
In October 2018, the International
Accounting Standards Board (IASB)
issued amendments to IAS 1 and IAS
8 in the context of applying IFRS. The
amendments clarify the definition
of “material” and how it should be
applied. More definition guidance
is provided, and the accompanying
explanations have been improved.
Finally, the amendments ensure
that the definition of “material”
is consistent throughout all IFRS
pronouncements. The changes are
effective for periods beginning on
or after January 2020, although
earlier application is permitted.
With the new regulations, IASB
responds to findings that some
reporting entities faced difficulties
in the past using the old definition,
when judging whether information is
material for the financial statements
or not. There is no doubt that the
materiality concept, and the decision
of what is and is not material,
is crucial in preparing financial
statements in accordance with IFRS.
So, changes in the definition may
strongly affect how preparers make
judgements when preparing financial
statements. To improve the basis
for the preparers’ judgement, IASB
intends to increase clarity in applying
the concept of materiality, but it is
not intended to alter the concept of
materiality in the IFRS Standards.

The New
Definition in IAS 1
“Information is material if
omitting, misstating or obscuring

it could reasonably be expected
to influence decisions that the
primary users of general financial
statements make on the basis of
those financial statements, which
provide financial information about
a specific reporting entity.”

What Is New?
An Overview
Change of reference base: The
previous definition of materiality
was based on the conditions
under which omissions and
misstatements are to be regarded
as material, while according to the
new definition, the information to
be provided is itself referred to.

GGI member firm
Munkert & Partner
Steuerberater Wirtschaftsprüfer
Rechtsanwälte GbR
Tax, Advisory, Auditing & Accounting
Nuremberg, Germany
T: +49 911 5987 0
W: www.munkert.de
Dr Thomas Geiger
E: t.geiger@munkert.de
Munkert & Partner, established in
1969 and celebrating its fiftieth birthday
this year, is a multi-disciplinary advisory
firm providing tax and legal advisory,
accounting and auditing, as well as
corporate finance services, mainly
for mid-size clients as well as
public-sector companies.
Dr Thomas Geiger is
the responsible partner for
the business unit audit and

Focus on primary users: The
new definition focuses on the
primary users that are current and
potential investors, lenders, and
other creditors, as these generally
do not have access to direct
information about the company
and so must rely on publicly
available financials. The new focus
narrows the view of what may be
material in a given circumstance.
Decisive in this context are the
general or usual information
needs, which result from the
economic interests of the users.
Raising the materiality threshold:
The new definition contains the
reasonable expectation as a new
element. Only if it can reasonably

...next page

Dr Thomas Geiger

audit related services within Munkert
& Partner. After several years in one of
the Big Four accounting firms, he joined
the company in 2007. He has almost 20
years of experience in the audit of annual
and consolidated financial statements,
as well as in financial due diligences.
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be expected that omission,
misstatement, or obscuring could
influence decisions, is material
information given. Without the
criteria of reasonable expectation,
the previous materiality
threshold was often considered
to be too low, since in principle
everything could influence the
decision of the users, even if this
would not be likely to occur.
Obscuring as a new element: The
revised definition adds the element
that obscuring information may also
be relevant in determining whether

an item is material to primary users
or not. Obscuring is likely to occur
when information is communicated
in a way that has the same effect on
the user of the financial statement
as omission or misstatement. For
example, the disclosure of immaterial
information in financial statements
may result in obscuring when it
covers up the material information in
such a way that the primary user can
no longer clearly distinguish material
from immaterial information.
In summary, the refinements help
to improve the understanding of

materiality, but substantial changes
in content are not apparent. The
new materiality concept and the
related guidance will help to increase
usability for the preparers of financial
statements, in determining the level
of precision needed in applying
accounting policies, determining
what disclosures must be made, and
the aggregation level of information
provided in the financial statements.
But thus far it is not expected
that the new definition of
materiality will lead to tremendous
changes in practice.

The Response of the
ARC PG to the IAASB
Discussion Paper on Audit
of Less Complex Entities
By Boris Michels, Andrew Jones
and Prof Dr Michel De Wolf
The International Auditing and
Assurance Standards Board (IAASB)
seeks to further understand the
challenges of using ISAs in audits
of less complex entities – and views
about possible actions to address
these challenges. It recognises the
global call for action to address
issues of complexity, length,
understandability, scalability, and
proportionality related to using the
International Standards on Auditing.
Continuing the debate on these
strategic issues, the IAASB published
a Discussion Paper in order to get

views of various stakeholders on how
to support auditors working in this
increasingly evolving environment.
At the ARC Practice Group meeting
during GGI’s World Conference in
Prague in April 2019 this paper was
discussed. After the conference, the
Practice Group’s leadership team
drafted the following response to the
main issues of the paper, and this was
sent to the President of the IAASB.
11 September 2019
For the attention of:
Mr Thomas SEIDENSTEIN
President, IAASB

Dear Mr President,
Re: Discussion paper – Audits
of less complex entities
We are writing to you in our capacity
of leadership team of the Auditing,
Reporting and Compliance (ARC)Practice
Group of GGI, a multidisciplinary
alliance of independent accounting
firms, law firms, and consulting firms.
Our answers to the discussion paper
have been elaborated on the basis of the
exchanges our practice group had at the
European conference of GGI in Prague,
where not only European accounting firms
participated, but also some coming from

Question 4:
Possible actions by IAASB

other continents. It should be clear that
the law firms and those GGI member
firms not involved in auditing did not
participate in the outcome of our analysis.

Boris Michels

Guidance is always welcome, but
in view of the expectation gap having
grown between the audit firms and the
regulatory / supervisory authorities, a
solution offering legal certainty should
be quickly implemented. With this
aim, the development of a separate
auditing standard based on the existing
ISAs appears to be the best choice.

Andrew Jones

It can be developed quickly and will
not jeopardise the added value of the
audit risk approach of modern audit.
Indeed, on the contrary, it will make
it more practical for the best profit
of the SMEs world – a world that is
creating value, innovation, and jobs.

We will limit our answers to
just a few of the questions.
Question 1: The concept of “less
complex entities” (LCEs)
We are not convinced by this concept.
Small and medium size enterprises
(SMEs) are also often complex (see
for instance their possible less-formal
governance and internal control
systems). They should nonetheless
benefit as much from competent
auditors as larger enterprises.
From our point of view, the distinction
should be linked rather to the relation with
the public interest. SMEs usually have a
less intense relation with the public interest
than listed companies. However, they
will benefit from audit work of the same
quality, for example because the auditor
will help them to identify management
risks and improvements to the accounting
related internal control system.
Question 2: The current
challenges incurred with LCEs
when applying the ISAs

We prefer to speak about SMEs
than LCEs (see question 1). When
applying the ISAs to the SMEs, we

We hope to hear as soon as
possible the follow-up IAASB will
give to this discussion paper.
Prof Dr
Michel De Wolf
find that the requirements in terms of
documentation are disproportionate,
including when the non-applicability of
some procedures must be documented.
Another way would be better in our
view: some procedures should be deemed
as required in principle (and then any
deviation should be documented), and
some additional procedures should be
put in place only when a risk in that
field has been positively identified.

Yours sincerely,
Boris Michels (Germany),
Global Chairperson
of the ARC Practice Group
Andrew Jones (UK),
Global Vice Chairperson
of the ARC Practice Group
Prof Dr Michel De Wolf (Belgium),
Global Vice Chairperson
of the ARC Practice Group

All I’ve Got are Simple Trade Receivables

Is IFRS 9 Relevant to Me?
By Allan Mundell
IFRS 9 Financial Instruments
became effective from 2018,
addressing the accounting for
all financial assets and liabilities,
from simple trade receivables and

payables to intercompany loans.
IFRS 9 introduces, amongst other
things, a new model for impairments.
Whereas the previous standard, IAS
39, required the application of an
incurred loss model, IFRS 9 moves
us into a world of expected losses.

The general approach in IFRS
9 requires expected credit losses
to be measured through a loss
allowance at an amount equal to the
12-month expected credit losses or
full lifetime expected credit losses.

...next page
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In addition to this general model,
IFRS 9 introduces a simplified
approach for trade receivables. If you
have a simple revenue transaction
resulting in a receivable, you must use
the simplified approach, which simply
requires that you recognise an upfront
provision for what you expect to lose
on the receivable over its lifetime.
The simplified approach may entail
using a provision matrix or a loss rate
approach. A provision matrix might,
for example, specify fixed provision
rates depending on the number of days
that a trade receivable is past due.
Both approaches require some
financial modelling to determine the
appropriate provision rates or loss
rates to apply to trade receivables, in
order to determine the expected credit
losses, and may be very complex.
Remember, your auditors cannot
audit their own work and therefore
cannot assist with the calculations.
Nolands’ IFRS advisors have
developed a simple online calculator
that performs all the calculations
detailed above, including the

GGI member firm
Nolands SA
Advisory, Auditing & Accounting,
Forensics & Tax
More than 10 offices throughout Africa
T: +27 21 658 6600
W: www.nolands.co.za
Allan Mundell
E: allanm@nolandscpt.co.za
Nolands SA is an international auditing
firm located in 12 offices in all major
centres in Africa. Nolands employs almost
200 people and focuses on providing the
best possible solutions for its clients. The
company prides itself on being “not ordinary”
and on its ability to integrate services
and respond rapidly to clients’ needs.
Allan Mundell is the CEO of Nolands
Incorporated and is based in Cape Town,
South Africa. He holds an Honours degree

adjustments for forward-looking
information that IFRS 9 requires. The
tool aims to provide a high-quality,
cost-effective solution to resolving
your IFRS 9 problems. If you’re about

Allan Mundell
in accounting from the University of
South Africa and qualified as a chartered
accountant in 1999. Allan is currently the
GGI Regional Chairperson of the Auditing,
Reporting & Compliance Practice Group
for Middle East and Africa (MEA).

to prepare your first IFRS 9-compliant
financial statements and haven’t
addressed the IFRS 9 elephant in the
room, visit www.ECLCalculator.com to
solve your problems in one easy step.

Highlights about
Improving Audit Quality
By Andrea van der Giezen
The International Forum of
Independent Audit Regulators
(IFIAR; the international alliance
of independent supervisors for the
auditing branch) published a report
about audit quality last May.

audits still needs improvement. They
urge audit firms to take measures,
and also address networks about this.
Although GGI is an alliance and not
a network, the report is interesting
in general as it shows the pressure
audit firms are under in terms of
the incessant quality demands.

This report states that there is
an upward trend in general quality
of auditing (good for us!), but they
stress their belief that the quality of

What does the IFIAR have to say
in its latest report? Although it “only”
relates to specific audit firms and it is
not a representative sample, other audit

supervisors in the world state that the
conclusions they have are, on average,
the same. Audit firms should have
a cycle of continuous improvement,
including root-cause analyses, to
identify ways of strengthening the
systems of quality control. An audit
firm can measure audit quality with
the help of audit quality indicators.
The IFIAR report also gives details
on what went wrong with the dossiers
in the sample. Unfortunately, the

IFIAR does not give a list of do’s
regarding quality, but it is clear that a
healthy environment in the audit firm
is key. Of course, this does not refer
to green plants and daylight in the
office, but to the tone at the top and
the culture of the audit company. An
open culture is important, as it allows

wrongdoing and mistakes to surface
(earlier), so they can be addressed.
So, do you feel like a Swiss army
knife, multi-tooling your way through
audit quality issues? A Dutch analysis
on audit quality highlights seven
themes for success in audit quality.

1. Sufficient time for planning,
execution, review, coaching, and
reflection by the audit team, and
also for unforeseen circumstances.
2. A balanced and diverse audit
team (including experts), with
attention to coaching and review.
3. Adequate process management.

GGI member firm
JAN© Auditors & Tax Advisers B.V.
Advisory, Auditing & Accounting, Tax
Amsterdam, Weesp, Rijnsburg,
Zwanenburg, The Netherlands
T: +31 88 2202 321
W: www.jan.nl/en/
Andrea van der Giezen
E: andreavandergiezen@jan.nl
JAN Auditors & Tax Advisers
B.V. is a Dutch audit and tax advisory
firm, employing 170 people in four
offices near Schiphol and Amsterdam.
JAN© helps a wide range of (inter)
national clients, providing services in
the areas of taxation, administration,
audits, personnel, salaries, and law.
Andrea van der Giezen, RA, RB, is a
senior partner and a member of the board
©

4. Quality of the audit
preparation by the client.
5. To be a “learning audit firm”
with a culture in which mistakes
can be discussed openly.
Andrea
van der Giezen
of directors of JAN©. Andrea is responsible
for compliance and quality within JAN©.
She has vast experience as an auditor. As
well as being a certified public auditor,
Andrea is also a chartered tax adviser.

6. Clarity about technical requirements
and their practical use.
7. A critical-professional approach.
Now we know what we have to
bear in mind. And it does not read
like a mission impossible: we can
all relate to these themes. In order
to get to the required quality level,
we will need to think long-term and
celebrate the small wins along the
way. As they say: quality is the best
business plan. Let’s do business!

FYI – GGI ARC NEWS | No. 02 | Autumn 2019

7

8

The Future of LIBOR
By Aaron Caskey and Jon Connor
LIBOR (London Interbank Offered
Rate) is an interest rate index setting
forth the rate at which major financial
institutions will lend to each other.
The rate is calculated as an average
of the estimates from various
leading banks. But LIBOR is not
just for investors on Wall Street.
LIBOR can be critically important
for a wide array of entities and
individuals, as it is used by financial
institutions, banks, and credit card
companies as the primary index to
determine variable interest rates
on various types of loans. Despite

GGI member firm
Dressman Benzinger LaVelle psc
Law Firm Services
Cincinnati (OH), Crestview Hills (KY),
Louisville (KY), USA
T: +1 859 341 1881
W: www.dbllaw.com
Aaron Caskey
E: acaskey@dbllaw.com
Jon Connor
E: jconnor@dbllaw.com
Dressman, Benzinger LaVelle psc
(DBL Law) provides a complete range
of services to meet legal needs in a
wide variety of industries. With crossindustry collaboration, their attorneys

LIBOR’s prominence, the index
may be going away in 2021.
Due in part to past abuse and
manipulation, the mega-banks that
provide the estimates for LIBOR will no
longer be required to do so. And what
that means for outstanding loans – not
to mention future lending – remains
unclear. This is particularly true with
respect to many existing LIBOR-based
loans, which do not contemplate a
post-LIBOR world. It is possible that
existing borrowers under LIBOR-based
loans will be required to renegotiate
the terms and conditions of their
existing loans, which could lead to
increased costs for such borrowers.

Aaron Caskey
offer comprehensive service on
complex matters that transcend simple
categorisation in many areas of law.
DBL Law Attorney Aaron Caskey
practices in the commercial banking, real
estate, and corporate law practice groups.
DBL Law Attorney Jon Connor’s practice
focuses on creditors’ rights (collections),

Alternatively, a new index may
replace LIBOR as the benchmark for
worldwide variable interest rates. In
the US, the likely frontrunner is SOFR
(Secured Overnight Financing Rate).
Unlike LIBOR, which is derived from
unsecured borrowing transactions
of banks, SOFR is derived from the
cost of secured borrowing/lending
with US Treasuries as collateral. Until
the future of LIBOR becomes more
apparent, SOFR will likely operate
alongside LIBOR in determining
interest rates until more loans are
backed by SOFR. The future of
LIBOR is uncertain, but given its
prevalence, any transition away
from it will likely be a bumpy one.

Jon Connor

commercial banking, and civil litigation.

Value Added
Incentives: Accounting
for Share-Based Payments
are based on the development of a
price or value of equity instruments
of the entity as a performance
criteria. There are often specific
vesting or non-vesting conditions
included in these arrangements.
From an economic perspective, these
employees get paid for their effort in
raising the value of the company.

By Tobias Schreiber
Adding value to a company is
one of the most important strategic
achievements from a shareholder
or management perspective.
An effective employee incentive
programme sends employees a clear
message that management understands
what truly motivates them to do their
best work and is willing to provide it.
The change in the equity value
or market cap of a company seems
to be the key performance indicator
benchmarking companies and
calculating the value added within
a period. In practice, companies

GGI member firm
nbs partners
Auditing & Accounting, Tax,
Law Firm Services
Hamburg, Germany
T: +49 40 44 19 60 01
W: www.nbs-partners.de
Tobias Schreiber
E: schreiber@nbs-partners.de

frequently implement different kinds
of share-based payments. One of
the most common examples are
share appreciation rights (SARs), an
arrangement between the entity and
the employee to receive cash or other
assets of the entity for amounts that

Tobias Schreiber

nbs partners is a multidisciplinary
association of certified public
accountants, lawyers, and certified tax
advisors with a focus on the audit and
advisory of small, mid-size and large
entities, as well as international groups
and high-net-worth individuals.
Tobias Schreiber is a partner at nbs
partners and has a major focus on
IFRS. He joined nbs partners in 2011,

after two years in an audit firm which
was the legal auditor of PWC. As a US
CPA and German public auditor, he is
involved in the audit and advisory of
clients, from start-ups to listed clients.

Under IFRS 2, share-based payments
are treated like long-term employee
benefits and the expense is recognised
in the period in which the benefit is
earned by the employee. The sharebased payments can be cash settled
or equity settled. Sometimes the
employees may have the choice as to
whether settlement occurs in equity
instruments or cash (e.g., phantom
stocks). The different settlements
result in a liability (cash) or capital
reserve (equity) on the balance sheet.
The measurement of the sharebased payments under IFRS 2 is based
on the fair value of the instrument.
Often, widely accepted valuation
models are used to determine the
fair value at grant date and at the
measurement dates with respect to
all the assumptions and conditions.
There is a huge variety of different
share-based payments and the
underlying calculation schemes.
Even though the accounting for
share-based payments is quite
complex, world leading companies
like Google, Facebook, and Apple
have implemented models. Please
contact us if you need specific details
for your client or your company.
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Provisions and Contingencies
By David Pritchard
Determining whether a provision
for either an asset or liability needs to
be recognised represents a dilemma
regularly faced by accountants. There
is further complexity when deciding
whether there is a need to disclose
contingent assets or liabilities.
This area of accountancy has always
attracted attention due to the historic
practice where companies would
recognise substantial and non-specific
provisions. The provisions introduced
by companies were very unlikely to
materialise into any actual payment
and were used to help manipulate
a profit or a loss in a given year.
This provides the background
for the accounting standard
FRS102 The Financial Reporting
Standard applicable in the UK and
Republic of Ireland, Section 21
Provisions and Contingencies.

GGI member firm
Mander Duffill
Advisory, Auditing and Accounting,
Tax, Corporate Finance
Chippenham, UK
T: +44 1249 650441
W: www.manderduffill.com
David Pritchard
E: djp@manderduffill.com
Mander Duffill is a firm of chartered
accountants and tax and financial
advisers with offices in Chippenham,
Devizes, and London. Their aim is
to provide the best possible service
to their clients. They are proud of
their history, supporting individuals
and businesses for over 70 years.
David Pritchard specialises in research
and development claims and providing
tax advice on an array of issues. David

In addition to the accounting
standard, there is further taxation
consideration to be given as to

David Pritchard
aims to provide great service to clients
and is focused on building strong working
relationships to ensure all possible tax
efficient opportunities are explored.

whether a provision would be
allowable by HM Revenue & Customs.
Non-specific provisions would be
disallowed against corporation tax
and therefore the company would lose
the tax deduction for that expense.
Following the criteria set out by the
accounting standard would allow
a provision to be recognised in
the financial statements and also
be an allowable tax deduction.
There are three premises
which need to be met in order
to recognise a provision:
1. The entity must have a present
obligation that has arisen as
a result of a past event;
2. It is more likely than not that
the entity will have to transfer
some economic benefit in order
to settle an obligation; and
3. The amount of the obligation
can be measured with some
degree of reliability.

The provision can only be
recognised if all three premises
are met. If the provision is unable
to meet all three, the accountant
will have to determine whether
there is a requirement for a
contingent liability to be disclosed
in the financial statements.
A contingent liability represents a
possible but uncertain obligation, or

a present obligation that fails to meet
the three premises highlighted above.
The decision to disclose a
contingent liability will ultimately rest
on whether the possible liability is
material. This needs to be assessed
from a qualitative as well as a
quantitative perspective. The way
to determine this is to ascertain
whether it would be material for

the users and would affect their
interpretation of the financial
statements. The guidance provided
within FRS102 gives clear guidelines
for accountants to use when assessing
provisions and this should embolden
accountants to challenge clients.
The full article, with explanations
of the three premises, can be
read on www.ggiforum.com.

Mandatory Disclosure Rules:

New EU Reporting
Requirements for
Cross-Border, Potentially
Aggressive Tax Arrangements
By Ronald Krol
On 25 June 2018, the EU adopted
new mandatory disclosure rules
for qualifying intermediaries and
relevant taxpayers (The Directive
on administrative cooperation in
the field of taxation, DAC6).
As of 01 July 2020, they will
be required to report certain
arrangements to their tax authorities.
This concerns cross-border, potentially
aggressive tax-planning arrangements.
At least one of the “hallmarks”, which
are set out in the Appendix to the
Directive, should be contained in
the arrangement in order to make it
reportable. These hallmarks cover a
broad spectrum of characteristics of
which is assumed that they represent

...next page
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an indication of a potential risk
of tax avoidance. The Directive also
contains a “main benefit test”, which

GGI member firm
EJP Accountants & Adviseurs
Auditing & Accounting,
Corporate Finance, Tax
‘s-Hertogenbosch, The Netherlands
T: +31 73 850 72 80
W: www.ejp.nl
Ronald Krol
E: ronaldkrol@ejp.nl
EJP Accountants & Adviseurs are
auditors, advisers, and challengers.
Their 40 auditors and international tax
lawyers have a wide range of expertise.
Their main fields of expertise are Dutch
corporate and personal income tax,
international taxation, Dutch royalty,
interest and dividend withholding tax,
estate planning, and wage tax. They
have an AFM license to perform audits
for the larger mid-size companies.
Ronald Krol is Managing Senior

is satisfied if, after consideration of
all relevant facts and circumstances,
it can be established that one of the

main benefits is the obtaining of a tax
advantage (this could also include
avoidance of double taxation).
The Directive does not apply to
tax advisors only, but to all advisors,
including lawyers, civil-law notaries,
bankers, consultants, and accountants.
If a client has designed their own
arrangement or if no adviser in
the EU is involved, the obligation
to report shifts to the taxpayer.

Ronald Krol
Account, specialised in SME firms both
international and national. During his 25
years’ experience, he has gained expertise
in reporting, compliance, tax related
aspects, MIS, and finance aspects.

Reported information will be
exchanged automatically each quarter
by the competent authorities of each
member state. Member states can lay
down penalties for violations of the
mandatory disclosure rules, with the
only requirement that they are effective,
proportionate, and dissuasive.
All member states must
implement these rules by a legislative
proposal before 31 December 2019.
The proposal has a retroactive
effect for arrangements, the first
step of which was implemented
on or after 25 June 2018.

Private Company
Alternatives for
Purchase Accounting
By Jeffrey A. Ford
Private companies and their
investors, particularly private equity
funds, experienced much frustration
with purchase accounting standards
until relief arrived in 2014.
In 2001, the FASB deemed
that substantially all business

combinations should be purchases
and, thus, eliminated the pooling
method and required the recognition
of certain intangible assets apart
from goodwill. Goodwill was not to
be amortised. Further, by 2007, fair
value concepts were to be applied,
sometimes prompting recognition of
gains when fair values of net assets
acquired exceeded their purchase

price. With private company lenders
and investors focused primarily
on cash flow and EBITDA, many
expressed frustration at the costs
of the intangible assets valuations
and the lack of relevance of the
resulting intangible assets.
In December 2014, the FASB
issued ASU 2014-18 (Topic 805):

Business Combinations: Accounting
for Identifiable Intangible Assets
in a Business Combination. ASU
2014-18 was based on a consensus
that was reached by the Private
Company Council (PCC), providing
an alternative for private companies.
The goal of the accounting
alternative is to reduce costs
while not significantly diminishing
decision-useful information for
users of the financial statements.
Essentially, under ASU 2014-18,
customer-related intangible assets

GGI member firm
Grossman Yanak & Ford LLP
Advisory, Auditing & Accounting, Tax
Pittsburgh (PA), USA
T: +1 412 338 93 02
W: www.gyf.com
Jeffrey A. Ford
E: ford@gyf.com
Grossman Yanak & Ford LLP is a
full-service CPA firm, headquartered in
Pittsburgh, Pennsylvania. Their accounting
and consulting service offerings include
audit and assurance, tax advisory and
compliance, business valuation and
litigation support, business advisory/
management
consulting, and
ERP solutions.
Jeffrey A. Ford is
a founding partner

and noncompetition agreements
need not be recognised separately
from goodwill for entities that
are not public filers. Customerrelated intangible assets are often
the majority of intangible assets
acquired by private companies.
Further, goodwill must be amortised
over a period not to exceed ten
years for acquisitions accounted
for under this alternative method.
Similar to previous guidance,
recognition of identifiable intangible
assets separately from goodwill is

Jeffrey A. Ford
at Grossman Yanak & Ford LLP. He has
over 30 years of experience, focused in
audit and assurance, M&A transactions,
and technology consulting. Jeff has served a
variety of ownership groups including public
and private companies, private equity groups
and international investors. He currently
serves on the AICPA Governing Council.

required if they meet the contractuallegal criteria or the separability
criteria. Common examples include:
1) Mortgage servicing rights,
2) Commodity supply contracts,
3) Core deposits.
Additionally, leases and contract
assets, as defined in Topic 606, are
not considered to be customerrelated intangible assets and are
not eligible to be subsumed into
goodwill under this alternative.
What does the adoption of this
accounting alternative mean in
practice for private companies? In
most cases, entities will recognise
fewer intangible assets separately in
a business combination as compared
to companies that do not elect this
alternative. To that end, they will
recognise larger amounts of goodwill
than their counterparts who do not
elect to use this alternative, and
this goodwill must be amortised.
Private entities will continue to
provide decision-useful information
to the users of their financial
statements, while reducing the
costs and complexity associated
with measuring certain identifiable
intangible assets. The disclosures
required under US GAAP will continue
to provide valuable information,
but the cost and complexity of
measuring the fair value of certain
intangible assets will be less costly.
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The New US GAAP Revenue
Recognition Standards
By Tom Parry
Are your clients ready for the new
US revenue recognition standards?
FASB Update 2015-14 – Revenue
from Contracts with Customers (Topic
606) is effective for non-public entities,
including not-for-profit entities, for
annual reporting periods beginning after
15 December 2018. The new guidance
affects any reporting organisation
that either enters into contracts
with customers to transfer goods or
services or enters into contracts for
the transfer of nonfinancial assets,
unless those contracts are within the
scope of other standards (for example,
insurance contracts or lease contracts).
Changes under the new
guidance include:

underlying goods or services, except
when a discount or a variable amount
of consideration relates entirely to
one or more of the performance
obligations in the contract.
Variable consideration will be included
in the transaction price to the extent

it is probable that a significant
reversal in the amount of cumulative
revenue recognised will not occur.
To access free resources to help
implement the new standards visit the
AICPA resources at www.aicpa.org or
the FASB resources at www.fasb.org.

Consistent principles for
recognising revenue, regardless
of industry and/or geography.
A cohesive set of disclosure
requirements that will provide users
of financial statements with useful
information about the organisation’s
contracts with customers.
Reporting organisations will
identify each of the goods or
services promised to a customer,
determine whether those goods or
services represent a performance
obligation, and recognise revenue
when (or as) each performance
obligation is satisfied.
Companies will allocate the
transaction price to each of the
performance obligations in the
contract based on the relative
standalone selling price of the
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