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Top story 
Accounting considerations for the post-pandemic work environment 
As employers reimagine their post-pandemic work environments, companies with employees who will 
continue to work remotely at least part of the time will need to make sure their accounting, tax and human 
resources teams are communicating and considering the implications of policy changes. In an EY global 
survey of 16,000 employees, employees on average expect to work between two and three days remotely 
after the pandemic. 

If there is a significant change in the jurisdictions where employees work, companies may need to update 
how they apportion taxable income to states that require the apportionment to be based on factors such 
as payroll costs or sales in the state. This could affect the amount of state and local income taxes a company 
owes, a company’s overall estimated annual effective tax rate in an interim period or the measurement 
of deferred tax balances related to those jurisdictions. Companies also need to make sure that the controls 
to capture information about where an employee is working on a timely basis are operating effectively. 

Companies rethinking their policies on paid time off will have to consider the guidance on compensated 
absences in Accounting Standards Codification (ASC) 710 that requires employers to accrue a liability 
for employee compensation for future absences if (1) the obligation relates to services already rendered, 
(2) the obligation relates to rights that vest or accumulate, (3) the payment of the compensation is probable 
and (4) the amount can be reasonably estimated. In other words, the guidance requires compensated 
absences to be accrued in the period the benefits are earned, rather than when they are paid, if these 
criteria are met. 

Understanding the implications of rights that vest and accumulate is key. Vested rights are not contingent 
on future service, so an employer would have an obligation to make a payment even if the employee 
terminates. Rights that accumulate are earned, and unused benefits may be carried forward to a subsequent 
period, although the amounts may be limited. If the employer has a carryforward policy for vacation 
benefits, those benefits would be a right that accumulates. If the employer has a policy to pay earned but 
unused vacation when an employee terminates, vacation benefits would be a right that vests. 

Companies also need to consider local laws before making any changes to their vacation policies and 
when determining their obligations to employees. And as always, companies should consider the effect 
of any change in these accounting policies on internal controls. 

Companies that provide stipends to reimburse employees for business expenses incurred while working 
remotely (e.g., home office hardware) need to determine the appropriate accounting treatment and 
whether the employee is entitled to carry over or take any of the benefit with them upon termination. 
They also will need to consider whether changes to internal controls related to the reimbursement 
process are necessary. 

As a reminder, companies reducing their real estate footprint need to consider the guidance in ASC 842 
and additional guidance in ASC 360-10 for lease components and ASC 420 for certain non-lease components 
when accounting for leases, including whether there is an impairment of a right-of-use asset, an abandonment 
or a lease modification. 
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Accounting update 
Proposal to expand and clarify last-of-layer method for fair value hedges 
The FASB proposed expanding the last-of-layer method for fair value hedges of interest rate risk to allow 
entities to hedge multiple layers rather than just a single layer of a closed portfolio of prepayable financial 
assets or one or more beneficial interests secured by prepayable financial instruments. Under the proposal, 
the method would be renamed the portfolio layer method, since more than the last layer of a portfolio 
could be hedged. 

In addition, the proposal would provide more guidance on fair value hedge basis adjustments associated 
with portfolio layer hedges, generally requiring these adjustments to be maintained at the closed portfolio 
level and specifying how they should be disclosed. The proposal would also amend the guidance on 
determining the assumed term of the hedged item in a partial-term fair value hedge of interest rate risk. 

The guidance on hedging multiple layers in a closed portfolio would be applied prospectively. The guidance on 
the accounting for fair value basis adjustments would be applied on a modified retrospective basis. Entities 
would have the option to adopt the guidance related to disclosures either prospectively or retrospectively. 

ASU on modifications or exchanges of certain equity-classified contracts 
The FASB issued an Accounting Standards Update (ASU) that requires issuers to account for modifications 
or exchanges of freestanding equity-classified written call options that remain equity classified after the 
modification or exchange based on the economic substance of the modification or exchange. 

Under the guidance, an issuer considers the facts and circumstances of a modification or exchange and 
accounts for the resulting change in fair value of the written call option based on whether the transaction 
was done to issue equity, to issue or modify debt, or for other reasons. 

The guidance, which is based on a final consensus of the Emerging Issues Task Force, is applied prospectively 
and is effective for all entities for fiscal years beginning after 15 December 2021, and interim periods 
within those fiscal years. Early adoption is permitted, but entities need to apply the guidance as of the 
beginning of the fiscal year in which they early adopt it. 

New guidance on goodwill impairment for private companies and NFPs 
The FASB issued final guidance that allows private companies and not-for-profit (NFP) entities to elect an 
accounting alternative to assess whether triggering events for goodwill impairment have occurred only 
as of the end of their annual reporting period or interim reporting period if they report more frequently. 

Private companies and NFPs that elect the accounting alternative are not required to monitor for the 
occurrence of triggering events (i.e., events or changes in circumstances that indicate that goodwill may be 
impaired) between reporting dates. These entities can elect the accounting alternative, regardless of 
whether they have elected the accounting alternative that allows them to amortize goodwill. The guidance is 
effective for fiscal years beginning after 31 December 2019. Entities may apply it for financial statements 
that have not yet been issued or made available for issuance as of 30 March 2021. 

FASB decides not to pursue certain projects 
The FASB dropped its project on simplifying the rules-based guidance on balance sheet classification of debt. 
In addition, the FASB dropped its project on Consolidation of a not-for-profit entity by a for-profit sponsor. 
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Regulatory developments 
Companies should revisit their ESG disclosures 
Companies should reevaluate their disclosures related to climate change and other environmental, social and 
governance (ESG) matters in light of the increased focus of the Securities and Exchange Commission (SEC or 
Commission) on these matters. They should also monitor developments related to possible rule-making. 

The SEC is expected to consider feedback it receives in response to a request for public comment on how 
to best regulate ESG disclosures. The SEC staff in the Division of Corporation Finance is also assessing 
compliance with the Commission’s 2010 guidance on climate-related disclosures and considering 
updates to that guidance. A task force has been created in the Division of Enforcement to pursue 
potentially misleading ESG disclosures or omissions of material information related to these matters. 

If companies add or modify ESG disclosures in their SEC filings, they should have sufficient disclosure 
controls and procedures over the new information to make sure that information is accumulated and 
reported accurately to the appropriate personnel, including senior management responsible for making 
disclosure decisions and certifying the information contained in SEC filings. 

Separately, the FASB issued a staff educational paper that addresses the intersection of ESG matters 
with financial accounting standards and provides examples of how an entity may consider the direct or 
indirect effects of material environmental matters when applying US GAAP. The paper also provides an 
overview of ESG reporting and the FASB’s role in setting financial accounting standards. 

SEC staff steps up scrutiny of SPACs 
Merging with a special purpose acquisitions company (SPAC) has become a popular alternative to an 
initial public offering (IPO) for private companies that want to enter the public markets. SPACs have 
raised more money for these transactions than traditional IPOs so far this year. However, with the 
change in leadership at the SEC, SPAC merger transactions are attracting more scrutiny. 

The acting head of the Division of Corporation Finance recently said the SEC staff is continuing to look 
carefully at filings and disclosures by SPACs and their private targets and is seeking clearer disclosures 
about sponsor fees, compensation and conflicts of interest. The staffs of the Division and the Office of the 
Chief Accountant also issued separate statements on the risks related to the increase in SPAC transactions. 

The SEC staff has emphasized the need for management of public companies formed by merging a private 
company with a SPAC to understand and comply with both the general requirements in the Exchange Act to 
maintain adequate books and records and the Sarbanes-Oxley Act to maintain effective internal controls 
over financial reporting and disclosure controls and procedures over all disclosures in their SEC filings. The 
SEC staff has also emphasized the importance of board oversight before, during and after the merger. 

Separately, the SEC staff issued a statement that said warrants issued by a SPAC with certain terms should 
be classified as liabilities rather than equity. As a result, these warrants need to be remeasured at fair 
value each reporting period. 

Gensler sworn in after Senate confirms him as new SEC Chair 
Gary Gensler was sworn in as a member of the SEC after the Senate voted to approve his nomination by 
President Joe Biden as SEC Chair. The Senate also voted to approve Mr. Gensler’s term as SEC Chair 
through 2026. He was most recently professor of the Practice of Global Economics and Management at 
the MIT Sloan School of Management and previously served as chairman of the Commodity Futures 
Trading Commission. All five seats of the Commission have now been filled, and the Democrats now 
outnumber the Republicans three to two.  

SEC removes Duhnke from PCAOB and names DesParte Acting Chairperson 
The SEC removed William D. Duhnke III from the Public Company Accounting Oversight Board (PCAOB) 
and designated Duane M. DesParte, who had been a member of the PCAOB as acting chairperson. The 
SEC, which oversees the PCAOB, is seeking nominations to fill all five board positions on the PCAOB. Mr. 
Duhnke had been chairperson since January 2018.  
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Other considerations 
Summary of open comment periods 
Items are FASB proposals unless otherwise noted. 

Proposal  Comment period ends  

Proposed Accounting Standards Update — 
Derivatives and Hedging (Topic 815): Fair 
Value Hedging — Portfolio Layer Method 

5 July 2021 
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