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The hot potato plot of segment reporting

£\

High on the SEC The SEC has
comment letter hit list strong views

ASU 2023-07 Not just about
shake-up disclosures



Segment reporting — SEC’s focus

Identification of operating
and reportable segments

Reorganization of operating
segments, basis for
applying aggregation
guidance, acquired
businesses

Non-GAAP

Segment measure of
profit/loss included,
basis for chosen metrics

t Common
Topics
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MD&A

CODM review of metrics,
contradictory discussion of
segments in relation to
segments identified

Missing required
disclosures

Reconciliation of segment
measures to consolidated
measures, disclosure of
segment for significant
customers



SEC recent views on segment reporting

2022 AICPA

Conference

Aggregation of
segments: need to
consider the ‘total mix of
information’ reviewed by
the CODM

2023 AICPA
Conference

Segment revenue:
should be GAAP

Meaning of ‘regularly’:
quarterly is regularly
however regularly could
be less frequent

2023 AICPA

Conference and many
other platforms since

Implementation of ASU 2023
related to:

Single reportable segment
entities

Non-GAAP measures of segment
profit or loss:

Non-GAAP segment expenses



ASU 2023-07:
Implementation
ISSues



Segment reporting: Effective date and transition

\

ASU 2023-07 issued
November 27, 2023.

AV

b =3

First apply the principle to
current period amounts and
then disclose comparative
period amounts for same
categories.

/-\

Effective date of 2024
annual periods
(i.e. fiscal periods beginning
after Dec 15, 2023) and
2025 interim periods
(i.e. interim periods in fiscal
periods beginning after
Dec 15, 2024).

o 3

Amendments apply
retrospectively to all
periods presented. Early
adoption is permitted.
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Overview of ASU 2023-07

Require to disclose...

Significant segment expenses included within each

reported measure of segment profit or loss. Title and position of the CODM.

The amount and composition of other segment items by How the CODM uses the reported measure(s)

reportable segment. This amount reconciles segment of a segment’s profit or loss in assessing
revenue less significant expenses, and each reported segment performance and deciding how to
measure of segment profit or loss. allocate resources.

All segments profit or loss and assets disclosures (including those introduced by the ASU) on an annual and
interim basis.

In addition...

Clarify single reportable segment entities must

Permit multiple measures of a segment’s profit or loss : i _
apply Topic 280 in its entirety.

under certain conditions.

KPMG 8



Top 5 implementation questions

What expenses are  What is the Can | disclose Can | disclose | have one
regularly provided required profit or additional segment  non-GAAP reportable
to the CODM? loss measure? measures? expenses? segment. How
does this apply
to me?



n What expenses are regularly provided to the
CODM?

- "CODM gets the information but
does not use it.”

* Electronic dashboards

« Expense information already made 02
available outside the financial
statements: call reports, regulatory
information, etc.

01
Regularly provided to the CODM

Or ‘Easily computable’ from that information

* EXxpense variances and earnings
bridges

« Ad hoc information 04

Included in each reported measure of segment
profit or loss

kPMG 10



E What is the required segment profit or loss
measure?

CODM uses

measure of a —
yes segment’s profit or no Use the measure
| : : ] /) closest to GAAP
0ss in assessing m =

to report segment

segment performance orofit or loss

and deciding how to
allocate resources

Can report one or

Use that measure more of those

to report segment
profit or loss

additional
measures

mspn ]



Can | disclose additional segment profit or loss
measures?

Yes, but...

_ SEC staff’s view
Common segment profit or loss _ : .
e CEEES * The required measure is not a non-GAAP measure even if

G in (GAAP Sustad) prepared using GAAP principles.
* oSS margin or aqgjuste
9 J » Additional measures are non-GAAP measures if they are

g Operating profit (GAAP or not prepared using GAAP principles.
adjusted) « The SEC staff will not object to additional non-GAAP
- EBITDA measures of segment profit or loss being included in the

Common adjustments notes if they:

« Share based payments - are regularly reviewed and used by the CODM to allocate
« Acquisitions resources and assess segment performance; and

« Restructuring

- comply with the requirements under both Topic 280 and
the SEC’s non-GAAP financial measures rules and

* Incidents (cyber, quality, regulations (Regulation G and Regulation S-K Item 10(e)).
litigations)

kPMG 12



n Can | disclose non-GAAP expenses?

_Yes, if th_at’s the expense SEC staff’s view

information received by the - Topic 280 does not require a
CODM significant segment expense to be
Other information to consider calculated in accordance with GAAP.

* Clear labeling « Other requirements may apply when
. Qualitative disclosure an entity discloses a significant non-

- Reconciliation to equivalent expense GAAP GAAP sggmen_t L J.[O avoid the
measure information being misleading.

KPMG 13



H | have one reportable segment. How does this
apply to me?

* Understand why one reportable

Segment: SEC staff’s view
- Single operating segment, or  When a single reportable segment entity is
g_ P _g 9 managed on a consolidated basis, the required
- Multiple operating segments measure of segment profit or loss is consolidated

aggregated into one reportable net income.

segment? « When determining if an entity is managed on a
consolidated basis, management should evaluate

’ Any proflt or loss _measure besides net how budgets are prepared, resources are
income is an additional measure allocated and performance is assessed.

* All expenses provided to the CODM are « The mere exclusion of a corporate headquarters
disclosed if significant or certain functional department from a measure

_ _ . of profit or loss reviewed by the CODM is not
* No need to duplicate information already determinative as to whether an entity is managed

provided in the income statement on a consolidated basis.

KPMG 14



lllustration: Single reportable segment entity
managed on a consolidated basis

Software
Segment
Revenue $ 81,800
Important: — [Less:
These may be Employee expense 41,000
. Contractor expense 15,000 = -
S!ﬁerent antd/((j)rt rr}nore Oecupaney and equipment expenss oo New disclosure:
|saggrega e an Hosting and data center expense 1,500 S ifi
S . ~ ignificant expense
the entlty s I/S line- Other professional services expense 750 9 P
item Captions - Customer acquisition expense 800 Amount of other Segment
Other segment items 2,500 items and description of
D iati d rtizati . e
l epreciation and amortization expense 3,200 |tS Comp03|t|0n
nterest expense 600
Income tax expense 2,000 E] SpeCIerd amounts
Segment net income 65,050

regularly provided to the

Reconciliation of profit or loss C O D M

Adjustments and reconciling items _

Consolidated net income $ 6,050

(a) Other segment items included in Segment net income includes
marketing expense, restructuring expense, foreign currency
exchange gains and losses, and other overhead expense.

kPMG 15




ASU 2024-03:
Disaggregation of
Income Statement
Expenses



Overview

It does not ...

Change the structure of
the income statement

Introduce new
subtotals

Define functions

Change or remove
existing disclosure
requirements

Provide full
disaggregation of all
income statement
line items

Objective
Improve decision usefulness of the income statement through disaggregated relevant
expense captions in notes to financial statements

Main provision

Disaggregate inventory purchases, employee compensation, depreciation, amortization,

and DD&A for each relevant expense caption

Scope
All public business entities

Effective date
Three years (2027) with interim periods effective after first annual period

Transition
Prospective with option for retrospective application

Annual and Interim
Applies to annual and interim periods (except for selling expense description)




Main provisions

01 02 03 04

Required expense

Relevant expense caption Basis of presentation
category
Disaggregate any relevant Examples of relevant captions: * One stop shop table Option.to disaggregate on either a
expense caption that includes: « Costs of services - Other category and f:osts-lncurrgd or expenses-
1. Purchases of inventory « Costs of goods sold reconciling items incurred basis for relevant
' : g expense captions that contain
2. Employee compensation * Research & development * Selling expenses amounts recognized in line with
3. Depreciation + Selling, general, and Topic 330, Inventory.
4. Intangible asset amortization administrative expenses
5. DD&A for oil & gas/depletion * DD&A for oil & gas/depletion
expense for all other entities. expense for all other entities

Additional categories required:
1. Other items
2. Changes in inventories

3. Other adjustments and
reconciling items.

kPMG 18



Disaggregation of CoGs

Disaggregate CoGs into the
following categories ...

Purchases of Employee

- . Depreciation
inventory compensation

Intangible DD&A or
asset depletion
amortization expense

Other costs of
goods sold

... and reconciling items (only relevant for
costs-incurred approach)

Changes in inventories

Equals the difference between PY and CY balance sheets

Could include adjustments for impairment charges related to inventories
capitalized in prior periods

Other adjustments and reconciling items, for example:

» Foreign currency translation
* Inventory derecognized that does not meet the definition of inventory expense
(e.g., through deconsolidation)

19



Examples of existing GAAP disclosures to be

integrated in the one-stop shop table

Include if recorded in any
relevant expense caption

* Impairment loss related to intangible assets or long-
lived assets classified as held and used

« Gains and losses on derivative instruments
« Bargain purchase gain in a business combination

Include only if entirely recorded
In one relevant caption =©

* Provision for expected credit losses

Amortization/Impairment of costs to obtain/fulfill a
contract with a customer

Loss contingencies

Warranty expense

Foreign currency transaction gains or losses

Operating or short-term lease cost

This is not intended to add any disclosure requirements.

20



Example disclosures—Manufacturing

Entity XYZ

Consolidated statement Revenues:
of operations Products $ 82,144
For the year ended Services 26,132
December 31, 20X3

Total revenues 108,276

Operating expenses:

Cost of products sold 63,456
Cost of services 10,496
Selling, general, and administrative 20,849
Total operating expenses 94,801
Operating income 13,475
Interest expense 4,971
Income before income taxes 8,504
Income tax expense 1,786
Net income $6,718

Source: Proposed ASU Subtopic 220-40 and May 8, 2024 Board Handout

kPMG 21




Example disclosures—Manufacturing (continued)

Disaggregation of relevant expense captions (costs-incurred basis)

@

Cost of products sold Other cost of products sold consisted primarily
of amounts paid to carriers for freight services

Purchases of inventory $ 20,213 related to contract fulfillment, power, fuel, and other
utility costs for the year ended December 31, 20X3

Employee compensation 17,578

Depreciation 10,190

Intangible asset amortization 3,914

Warranty expense 4,394 Other adjustments and reconciling terms consisted of
reconciling adjustments attributable to differences in

Other cost of products sold(@) 7,552 the foreign exchange rates used to translate beginning
inventory, ending inventory, and costs incurred from

Changes in inventories 157 various functional currencies into the reporting currency
for the year ended December 31, 20X3. For the year
reconciling items also included the carrying amount of

Total cost of products sold $ 63,456 inventory sold to noncustomers in connection with a

disposal transaction

Source: Proposed ASU Subtopic 220-40 and May 8, 2024 Board Handout

repe 2



Example disclosures—Manufacturing (continued)

20X3

Cost of services

Employee compensation $ 6,598

Depreciation 763 Other cost of services consisted primarily of
operating lease and travel costs for the year ended

Intangible asset amortization 642 December 31, 20X3.

Other cost of services(©) 2,493

Total cost of services $ 10,496

Selling, general, and administrative

Employee compensation $ 13,242 Other SG&A consisted primarily of professional
- services fees; operating lease expense; and the

Depreciation 1,454 cost paid to third parties for printing, publications,

PP&E impairment 412 and advertising for the year ended December 31,

20X3.

Intangible asset amortization 523

Other SG&A®@ 5,218

Total selling, general, and administrative $ 20,849

Source: Proposed ASU Subtopic 220-40

repe s



The finance function must consider several
dimensions as they implement DISE

-
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Where is your organization starting?

Each organization is in a different position to adhere to DISE. Below includes several considerations to
understand the level of effort required to comply with DISE requirements.

Delivery Model

Store Augment & Refine Reporting/Consolidation

Business
Applications

(ERP, CRM, HR, etc.)

Unstructured Data

Industry Specific
Operational Systems

External Sources

Data Acquisition Ingest

Stream
Processing

Data Warehouse

Data Cleansing
and Quality

Data Unification
and Modeling

Data
Normalization

Anomaly
Detection

All of these areas are underpinned by an overall Reporting Strategy and Governance Structure

Finance as a
Service

Enabled
Workforce

Shared Service

Standard
Operating
Procedures




Who needs to be engaged?

Although DISE is an accounting requirement, there are several areas of the organization that may be
impacted and involvement should be considered

Scale the

Incorporate

FP&A

(Corporate Planning)

operations
(Finance Business Partners

delivery
(Service Delivery Model)

Engage @%’}
)

 Strategic advisor to * Determine what planning * Develop the design from * Determine where the
business and Function is done today for the source system to reporting reporting, analysis and
leaders breakouts applicable to output from a technical reconciliation activities will

« Provides insights into data DISE perspective occur with the proper
availability upstream « If applicable, identify » Determine if data inputs oversight

« Necessary to understand process updates required provide reporting » Update Standard
capability and accuracy of for additional planning requirements or if Operating Procedures
applicable incoming data activities additional logic is required  « Migrate towards a more
sets for allocations streamlined model of

« Look to obtain investment * Highlight the system delivery as the process
beyond the finance / mechanisms for controls matures.
accounting organization to perform reconciliations

prepe s



FASB standard-
setting update



Accounting for government grants (FASB project)

Model
Uses the main principles in IAS 20 with targeted improvements, including scope and recognition threshold

Scope/definition of government grant

Jo% Includes transfers of monetary and tangible nonmonetary assets from a government to a business entity

Recognition

Recognize a government grant when it is probable that

the entity will comply with the - :
conditions attached to the grant and s Gt il e [EEEEe

éﬁ; Grants related to assets

Grants related to income

28



Accounting for environmental credit programs
(FASB project)

Purpose
Ea Provide guidance for participants in programs that result in the creation of environmental credits

Scope
é @ Environmental credit assets (EC) % Environmental credit obligations (ECO)
Recognition
. Recognized as an asset when it is % Liability recognized when activities or events
probable that it will be used to settle an occurring on or before a balance sheet date
ECO, sold, or traded indicate the existence of an ECO
Measurement
PR £ Initially measured at historical cost Funded portion: carrying amount of EC
Subsequentially measured based on Unfunded portion: fair value of credits needed
how the entity will use the credit —  to settle obligation




Accounting for internal use software

Objectives:

To modernize the software cost accounting guidance in US GAAP and
enhance the transparency of entities’ accounting for those costs.

Background:

« On June 22, 2022, the FASB added a project to its technical agenda to:
- Modernize the accounting for software costs and

- Enhance the transparency about an entity’s software costs.
» Scope of the project:

- Original: Recognition, measurement, presentation, and disclosure of costs
to internally develop or acquire software, including internal- and external-
use software.

» FASB considered two models for these changes (see next slide)

- Revised (3/20/24): Consider “Targeted improvements” to ASC 350-40 to
better reflect agile software development and enhancements software
development cost disclosures. The Board tentatively decided not to make
any changes to entities’ accounting under ASC 985-20.

e 0



Targeted improvements to ASC 350-40

Explicitly links ‘probable’ in the “probable to
complete” capitalization threshold to the Master
Glossary definition of ‘probable’.

It is not currently linked to the Master Glossary definition,
and a different definition was referred to in SOP 98-1 so
there is diversity in practice

Internal-use software cost capitalization would no
longer consider project development “stage” (e.qg.
preliminary project stage vs. application development
state); capitalization would consider only, and begin,
when (1) management authorizes and commits to
funding the project and (2) it is probable the project
will be completed and the software used to perform
the function intended (the “probable-to-
complete threshold”).

Proposed Amendments

New ASC paragraph would instruct
entities to consider “significant development
uncertainties” (e.g. novel, unique, unproven functions
and features or technological innovations, and
whether the entity has determined what software’s
significant performance requirements) when
assessing the probable-to-complete threshold.!

Require cash outflows for capitalized
internal-use software costs (which do not include
capitalized cloud computing arrangement
implementation costs) to be separately presented
within the investing section of the statement of cash
flows.

' Board members observed that the result of these amendments would likely be less cost capitalization by entities that develop software to sell to customers on a
software-as-a-service (SaaS) basis, and potentially be more consistent with that of most entities that develop external-use software subject to ASC 985-20.

KPMG
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What questions
do you have?



Financial Reporting View

Insights for financial reporting professionals
Delivering guidance, publications and insights, KPMG Financial Reporting View is ready to inform
your decision making. Stay up to date with our books, newsletters, articles, podcasts and webcasts.

Visit kpmg.com/us/en/frv.html for news and analysis of significant decisions, proposals, final
standards and trending issues.

Segmentreporting segmentreporting
(nost-ASU2023-07) S egme nt
"""""""" 8 Reporting

(post-ASU
2023-07)

Segment FASB Defining Financial Reporting SEC Hot Topic:
Exeouie Issues View Segment Reporting
Summary

kpmg.com/us/en/frv.html | Insights for financial reporting professionals
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https://kpmg.com/us/en/frv.html
https://frv.kpmg.us/reference-library/2020/ifrs-compared-to-us-gaap.html
https://kpmg.com/kpmg-us/content/dam/kpmg/frv/pdf/2024/executive-summary-segment-reporting-post-ASU-2023-07.pdf
https://kpmg.com/kpmg-us/content/dam/kpmg/frv/pdf/2024/executive-summary-segment-reporting-post-ASU-2023-07.pdf
https://kpmg.com/kpmg-us/content/dam/kpmg/frv/pdf/2024/executive-summary-segment-reporting-post-ASU-2023-07.pdf
https://kpmg.com/kpmg-us/content/dam/kpmg/frv/pdf/2024/executive-summary-segment-reporting-post-ASU-2023-07.pdf
https://frv.kpmg.us/reference-library/2020/handbook-impairment-nonfinancial-assets.html
https://kpmg.com/kpmg-us/content/dam/kpmg/frv/pdf/2024/handbook-segment-reporting-post-asu-2023-07.pdf
https://kpmg.com/kpmg-us/content/dam/kpmg/frv/pdf/2024/handbook-segment-reporting-post-asu-2023-07.pdf
https://kpmg.com/kpmg-us/content/dam/kpmg/frv/pdf/2024/handbook-segment-reporting-post-asu-2023-07.pdf
https://kpmg.com/kpmg-us/content/dam/kpmg/frv/pdf/2024/handbook-segment-reporting-post-asu-2023-07.pdf
https://kpmg.com/kpmg-us/content/dam/kpmg/frv/pdf/2023/fasb-issues-asu-requiring-new-segment-disclosures-1.pdf
https://kpmg.com/us/en/frv/webcast/2024/improvements-to-reportable-segment-disclosures.html
https://kpmg.com/us/en/frv/reference-library.html

KPMG’s
Financial Reporting podcasts

Tune in to get the latest on major accounting, regulatory, and financial reporting issues.
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