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Administrative

CPE
regulations

— Require that online 
participants take part in 
online questions 

— Must respond to a 
minimum of three 
questions

— Polling questions will 
appear on your media 
player

— Results will be reviewed 
in the aggregate; no 
responses will be tracked 
back to any individual or 
organization

Ask a 
question 

— Use the “Ask A Question” 
box in your media player

Technical 
issues

— Use the ? button in the 
upper-right corner of your 
Webcast player to access 
our online help portal

— If this does not resolve 
your issue, please submit 
a question through the 
Ask a Question box, and 
you will receive a reply 
from our technical staff 
shortly in the Answered 
Questions box



Agenda
Accounting changes

Error corrections

Interim reporting

SEC matters



Accounting 
changes
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Polling question #1

Has your organization made a voluntary change in accounting principle 
in the past five years?
A. Yes

B. No

C. I don’t know / N/A



7© 2020 KPMG LLP, a Delaware limited liability partnership and a member firm of the KPMG global organization of independent member firms affiliated with KPMG 
International Limited, a private English company limited by guarantee. All rights reserved. NDP127293-1A

Topic 250 accounting changes

Accounting principle
(new ASU)

Accounting estimate

Is retrospective 
application 

impracticable?

Retrospectively

In current period

Prospectively

Reporting entity

Yes

Accounting principle
(voluntary)

Apply change:

Follow ASU

Retrospectively

No

Change in:
Are there specific 

transition 
requirements? Yes

No

Are there specific 
transition 

requirements?

Is retrospective 
application 

impracticable

Accounting principle
(new ASU)

Accounting principle
(voluntary)

Accounting estimate

Reporting entity

Follow ASU

Retrospectively

In current period

Prospectively

Retrospectively
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Distinguishing between accounting changes

Change in…

Principle

Method

Estimate

What about a change in classification or presentation?
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Change in accounting principle

Confirm in scope 
of guidance

Assess the 
preferability of 

the change

Account for the 
change

Disclose the 
change

Assess the need 
for a preferability 

letter (SEC 
registrants)

Voluntary changes

Confirm in scope
of guidance

Account for the
change

Disclose the
change

Assess the 
preferability of 

the change

Assess the need 
for a preferability 

letter (SEC
registrants)
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Assess preferability of the change

Not required for these changes:

New events or transactions1 First-time adoption of 
accounting principle2

Codification expresses 
preference3 Current method no longer 

acceptable4
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Comparative period Comparative period Current period

Beginning of earliest 
period presented

Jan 1, Yr 2 Jan 1, Yr 3 Jan 1, Yr 4 Dec 31, Yr 4

Date of change in 
accounting principle

Opening balances 
adjusted

New principle applied

Opening balances 
adjusted

Retrospective application

Labeling column ‘As adjusted’ is best practice

Beginning of earliest 
period presented

Date of change in 
accounting principle

New principle applied
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Retrospective application impracticable

Comparative period
Old principle

Current period
New principle

Jan 1, Yr 3 Jan 1, Yr 4 Dec 31, Yr 4

Date of change in 
accounting principle

Comparative period
Old principle

Beginning of earliest 
period presented

Jan 1, Yr 2

Effect of change 
recognized

A very high hurdle – not just difficult

Effect of change 
recognized

Beginning of earliest 
period presented

Date of change in 
accounting principle
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Polling question #2

Has your organization applied the impracticability exception, adopting a new 
accounting principle prospectively?
A. Yes

B. No

C. I don’t know / N/A
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Change in accounting estimate

But remember:
— Change in estimate may indicate a previous error
— Preferability assessment required for change in estimate that is inseparable 

from a change in accounting principle (e.g. depreciation method)

Comparative period
Old estimate

Current period
New estimate

Jan 1, Yr 3 Jan 1, Yr 4 Dec 31, Yr 4

Date of change in 
accounting estimate

Comparative period
Old estimate

Beginning of earliest 
period presented

Jan 1, Yr 2

Effect of change 
recognized

Effect of change 
recognized

Beginning of earliest 
period presented

Date of change in 
accounting principle
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Change in reporting entity

Type of change Example

Presenting consolidated or combined 
statements in place of statements of 
individual companies

ABC Corp. starts preparing combined 
financial statements for all of its real estate 
investees that are under common 
management

Changing the companies included in 
combined financial statements

ABC Corp. changes the composition of its 
combined financial statements following 
two new real estate investees coming 
under common management

Changing specific subsidiaries that are 
included in the group of companies for 
which the reporting entity presents 
consolidated financial statements

An intermediate parent company acquires 
a subsidiary from a sister company in a 
common control transaction

Retrospective application
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Accounting change disclosures

Specific in ASC 250 Principle Estimate Reporting entity

Description   

Effect on:

Opening retained earnings  N/A 

Income from continuing ops   

Net income   

OCI   

EPS   



Error 
corrections
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Polling question #3

Has your organization ever had a restatement?
A. Yes

B. No

C. I don’t know / N/A
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Error corrections – General principles

Is error material to
prior-period financial 

statements

Correct in current-period 
financial statements

(preferred)

Is error correction material 
to current-period 

financial statements

Adjust prior-period 
financial statements

Restate prior-period 
financial statementsYes

Yes

No

No
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Materiality – General principles

The size of the item relative to net 
income or other key metrics

Would the item affect the decision of a reasonable investor?

Quantitative factors:

Examples:
— Changes a trend
— Changes a loss to income
— Changes key performance 

metrics

Qualitative factors:

Consider:
— Materiality levels
— Specific financial statement 

captions / disclosures involved
— Financial statements as a whole
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Materiality – Example considerations

Misstatements (or omissions) in narrative disclosures may be material

Consider the reasonable investor

Netting may not be appropriate Evaluate both individually 
and in the aggregate

Evaluate in relation to 
totals and subtotals

Consider effect on 
non-GAAP measures

Consider effect of uncorrected 
errors on future periods

Consider materiality irrespective 
of anticipated effect on share price
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Combines both iron curtain and rollover methods

Dual method

Based on effects of correcting error 
existing in balance sheet at end of 
current period, irrespective of error’s 
period(s) of origin

Iron curtain method Rollover method

Based on effects of correcting error 
existing in each relevant financial 
statement
Quantifies ‘actual’ financial statement 
errors considering amounts that would 
have been in the financial statements if 
no error existed

Quantitative materiality – Methods

Dual method required for SEC registrants
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Quantitative materiality 

Effect on: Income statement Balance sheet

Iron curtain
The amount by which the 

current-period balance sheet is 
misstated Under both methods, the amount 

by which the current-period 
balance sheet is misstated

Rollover
The amount by which the 

current-period income statement 
is misstated

Error that originated in prior years

Yr 1 Yr 2 Yr 3 Yr 4 Yr 5 Yr 6 Total

$30 $30 $30 $30 $30 $30 $180

Error in current year

$150$30

$150

Error in current year

Error that originated in prior years
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Big R restatement

Comparative period Comparative period Current period

Beginning of earliest 
period presented

Jan 1, Yr 3 Jan 1, Yr 4 Jan 1, Yr 5 Dec 31, Yr 5

Error discovered 
in Year 5

Opening balances 
adjusted

Correct accounting applied

$30$30$30

$60

Error is material to one or more prior-period financial statements 

Opening balances 
adjusted

Beginning of earliest 
period presented

Error discovered
in Year 5
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Little r restatement

Comparative period Comparative period Current period

Beginning of earliest 
period presented

Jan 1, Yr 3 Jan 1, Yr 4 Jan 1, Yr 5 Dec 31, Yr 5

Error discovered 
in Year 5

Error corrected 
in Year 4

$30$120

— Error is immaterial to prior-period financial statements
— But correction of the error is material to the current period 

Error corrected
in Year 4

Beginning of earliest 
period presented

Error discovered
in Year 5
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Error correction disclosures

Type of restatement: Big R Little r

Description  

Effect on:

Opening retained earnings  

Net income, including income tax effect  

Each affected line item  

EPS  

Additional SEC requirements
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Error is immaterial to all periods

Is error material to
prior-period financial 

statements

Adjust prior-period 
financial statements

Restate prior-period 
financial statementsYes

Yes

No

No

Correct in current-period 
financial statements

(preferred)

Adjust prior-period 
financial statementsOR

Is error correction material 
to current-period 

financial statements

Im
m

at
er

ia
l e

rr
or



Interim 
reporting
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Accounting changes

Error corrections
Supplemental materiality guidelines

Comparative period Current period

Beginning of earliest 
period presented

Jan 1, Yr 3 Jan 1, Yr 4 Dec 31, Yr 4

Opening balances 
adjusted

New principle applied

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

Accounting changes and error corrections

Opening balances
adjusted

Beginning of earliest 
period presented
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Other adjustments

Specific guidance for:
— Settlement of litigation or similar claims
— Certain income taxes
— Renegotiation proceedings
— Utility revenue under rate-making processes
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Polling question #4

Do any of these apply to your organization? (Select all that apply)
A. Settlement of litigation or similar claims

B. Certain income taxes

C. Renegotiation proceedings

D. Utility revenue under rate-making processes

E. I don’t know / none of these apply



SEC 
matters
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Preferability letters

Not required for these changes in principle:

Change in estimate 
inseparable from change in 
principle1 Change by foreign private 

issuer (may be required on 
Form 6-K)2

Mandatory change in 
accounting principle3 Change is immaterial 

currently and in future 
(expected)4

Change in principle does not 
require preferability 
assessment5 Change in goodwill 

impairment test date6
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Polling question #5

Is your organization contemplating an accounting change that will require a 
preferability letter? 
A. Yes

B. No

C. I don’t know / N/A
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Effect of recently issued ASUs

Area Disclosure

Background Brief description of ASU

Timing Required adoption date and expected adoption date (if earlier)

Adoption method Allowable methods and which the registrant expects to use 
(if determined)

Effect of ASU
— Effect adoption is expected to have on registrant’s financial 

statements, if known or reasonably estimable 
— Otherwise, further qualitative disclosures – e.g. comparison to 

current accounting policies, status of implementation process

Other effects
Other significant matters registrant believes might result from 
adoption – e.g. technical violations of debt covenant agreements, 
planned or intended changes in business practices

Recommended for all entities

Disclose for ASUs relevant to the registrant



Thank you



37© 2020 KPMG LLP, a Delaware limited liability partnership and a member firm of the KPMG global organization of independent member firms affiliated with KPMG 
International Limited, a private English company limited by guarantee. All rights reserved. NDP127293-1A

Presenter’s contact details

Name Email

Rivka Grund-Sender, Director rgrundsender@kpmg.com

Tim Phelps, Partner tphelps@kpmg.com

Julie Santoro, Partner jsantoro@kpmg.com

Financial Reporting View:
www.kpmg.com/us/frv 

KPMG Executive Education:
www.execed.kpmg.com

mailto:rgrundsender@kpmg.com
mailto:tphelps@kpmg.com
mailto:jsantoro@kpmg.com
https://frv.kpmg.us/
http://www.execed.kpmg.com/


30th Annual Accounting & Financial 
Reporting Symposium (Virtual)

— Stay on top of this year’s important financial 
accounting and reporting developments

— Expand your critical knowledge
— Get actionable tips for professional and 

personal growth
— Step into tomorrow 

November 18-20

> Register now

https://www.execed.kpmg.com/Course?id=146abf96-4551-49b6-8bb7-89cd0d9a4c7b
https://www.execed.kpmg.com/Course?id=146abf96-4551-49b6-8bb7-89cd0d9a4c7b
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Publications and guidance for 
financial reporting professionals

Financial Reporting View

Examples…

Handbook: 
Debt and 

equity 
financing

Subscribe today at frv.kpmg.us

Handbook: 
Accounting 

for 
bankruptcies

Handbook: 
Discontinued 
operations

Handbook: 
Segment 
reporting

KPMG’s one-stop 
shop for COVID-19 

related reporting 
considerations

https://frv.kpmg.us/reference-library/2020/handbook-discontinued-operations.html
https://frv.kpmg.us/reference-library/2020/handbook-accounting-bankruptcies.html
https://frv.kpmg.us/reference-library/2020/handbook-segment-reporting.html
https://frv.kpmg.us/all-topics/coronavirus.html
https://frv.kpmg.us/reference-library/2020/handbook-debt-equity-financing.html
https://frv.kpmg.us/
https://frv.kpmg.us/reference-library/2020/handbook-accounting-bankruptcies.html
https://frv.kpmg.us/reference-library/2020/handbook-discontinued-operations.html
https://frv.kpmg.us/reference-library/2020/handbook-segment-reporting.html
https://frv.kpmg.us/all-topics/coronavirus.html
https://frv.kpmg.us/reference-library/2020/handbook-debt-equity-financing.html


Are you preparing 
consolidated financial 
statements?
Join our next CFO Financial Forum webcast -
Consolidation: Back-to-basics where KPMG 
professionals discuss applying ASC 810.

> Register now

November 4, 2020

https://frv.kpmg.us/cpe/upcoming-archived-cpe-webcasts/2020/consolidation-webcast.html
https://frv.kpmg.us/cpe/upcoming-archived-cpe-webcasts/2020/consolidation-webcast.html


kpmg.com/socialmedia

The information contained herein is of a general nature and is not intended to address the circumstances of any 
particular individual or entity. Although we endeavor to provide accurate and timely information, there can be no 
guarantee that such information is accurate as of the date it is received or that it will continue to be accurate in 
the future. No one should act upon such information without appropriate professional advice after a thorough 
examination of the particular situation.

© 2020 KPMG LLP, a Delaware limited liability partnership and a member firm of the KPMG global organization 
of independent member firms affiliated with KPMG International Limited, a private English company limited by 
guarantee. All rights reserved. NDP127293-1A

The KPMG name and logo are trademarks used under license by the independent member firms of the KPMG 
global organization.


	Accounting changes �and error corrections
	Introductions
	Administrative
	Agenda
	Accounting changes
	Polling question #1
	Topic 250 accounting changes
	Distinguishing between accounting changes
	Change in accounting principle
	Assess preferability of the change
	Retrospective application
	Retrospective application impracticable
	Polling question #2
	Change in accounting estimate
	Change in reporting entity
	Accounting change disclosures
	Error �corrections
	Polling question #3
	Error corrections – General principles
	Materiality – General principles
	Materiality – Example considerations
	Quantitative materiality – Methods
	Quantitative materiality 
	Big R restatement
	Little r restatement
	Error correction disclosures
	Error is immaterial to all periods
	Interim �reporting
	Accounting changes and error corrections
	Other adjustments
	Polling question #4
	SEC �matters
	Preferability letters
	Polling question #5
	Effect of recently issued ASUs
	Thank you
	Presenter’s contact details
	Annual Accounting and Financial Reporting Symposium
	FRV Publications and guidance for financial reporting professionals
	Upcoming Webcast: Consolidation: Back-to-Basics - Nov 4
	Copyright

