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Welcome

Steven D. Thompson
Co-CEO, Schneider Downs



U.S. Tax Reform
What you need to know

Chris McElroy, Shareholder
Mary Richter, Shareholder
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– Individual
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– Small Business / Pass-Through
– International

II. The Tax Reform Process
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Proposed Legislation Comparison - Individuals

Description House Senate (through 2025)
Standard Deduction Increase to $24,400 (MFJ) Increase to $24,000 (MFJ)

Personal Exemptions Eliminates Eliminates

Individual AMT Eliminates Retains but increases the exemption

State & Local Tax Deduction $10K Max on Property Tax Same as House proposal

Overall Itemized Deduction Limit Eliminates Eliminates

Misc 2% Itemized Deductions Eliminates All Preserves Most

Mortgage Interest Deduction $500K debt limit (1 home) and repeals home 
equity interest

Retains $1 million limit but repeals home 
equity interest

Gain on Sale – Principal Residence 5 of 8 years (every 5 years) 5 of 8 years (every 5 years)

Medical Expenses Eliminates Retains - 7.5% AGI (2017-18) increased back to 
10% thereafter

Cash Charitable Contributions AGI limit increased to 60% AGI limit increased to 60%

Child Tax Credit $1,600 / child $2,000 / child

Estate Tax / GST Exemption doubled, repealed in 2024 Exemption doubled, no repeal

Individual Healthcare Mandate Retains Eliminates

Capital Gain Rates & Thresholds No change – 0%, 15%, 20% No change – 0%, 15%, 20%

529 Plans Allows $10K/yr for elementary and secondary 
schools, allows unborn as beneficiary

Allows unborn as beneficiary (expands the 
benefits for K-12)

Carried Interest 3-year holding period for LT capital gains Taxed at capital gains rates
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Individual Tax Rates - Bracket Comparison (MFJ)

House Senate (through 2025)
Taxable 

Income Over But Not over Tax Bracket Taxable 
Income Over But Not over Tax Bracket

$0 $90,000 12% $0 $19,050 10%

$90,000 $260,000 25% $19,050 $77,400 12%

$260,000 $1,000,000 35% $77,400 $140,000 22%

$1,000,000 39.6% $140,000 $320,000 24%

$320,000 $400,000 32%

$400,000 $1,000,000 35%

$1,000,000 38.5%
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Individual Tax Rates
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Individual Tax Rates

• Whether individuals will pay more or less 
will depend on a variety of factors, 
including whether they take the standard 
deduction or take targeted tax deductions 
like mortgage interest or state and local 
taxes.
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Standard Deduction

• The House and Senate plans proposes 
roughly doubling the standard deduction
– House - $12,200 (Single), $24,400 (MFJ)

– Senate - $12,000 (Single), $24,000 (MFJ)

• A change Republicans believe will lead many 
more Americans to take the standard 
deduction rather than itemize their 
deductions.
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Standard v. Itemized Deduction
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Personal Exemptions and Child Tax 
Credit

• The House and Senate plans also propose to 
eliminate the $4,050 per-household-member personal 
exemption, which could mean large families might not 
see a net tax benefit.

• But, as long as the family’s total income is under 
$230,000 ($500,000 under the Senate proposal), it 
would also be eligible for a larger child tax credit
– Senate - $2,000
– House - $1,600

• Only the first $1,000 is refundable under the Senate 
proposal (so the second $1,000 might not be available 
to the lowest earners)
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Mortgage Interest

• House - Still deductible, but there’s a new 
cap on the mortgage interest deduction 
for newly purchased homes – up to 
$500,000 in loan debt (after November 2, 
2017).

• Senate – retains the $1 million limit.
• Interest on home equity lines of credit no 

longer eligible under both plans.
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Mortgage Interest

16



State and Local Tax Deduction

• House - People will still be able to deduct 
up to $10,000 of property taxes, but they 
will no longer be able to deduct the other 
taxes they pay to state or local 
governments for federal tax purposes.
– Republican representatives (13) whose 

residents pay high state and local taxes –
e.g., New York, New Jersey – voted against the 
House Bill.

• Senate – same as House proposal as part 
of final amendments. 
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State and Local Tax Deduction

18



Individual Healthcare Mandate

• Senate added a repeal of the Affordable Care 
Act tax on those who don’t get health 
insurance (November 14).

• CBO estimates that 13 million people would 
drop health insurance.

• Federal government would save $338 billion 
by not having to pay their health insurance 
subsidies.

• Premiums for everyone else would rise, 
potentially offsetting the benefit of tax cuts.
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Additional Individual Provisions

• Individual AMT repealed (House) but retained in the Senate bill as part of 
late amendments
– Exemption levels increased approximately 40%.

• Estate, gift and generation-skipping taxes initially would be retained with 
a doubled $10 million exclusion.
– House - Estate and generation-skipped taxes would be repealed after 2023 

(with a stepped-up basis in property).
– Senate - does not propose a full repeal.

• Miscellaneous and Other Deductions
– House – Eliminates deductions for medical expenses, casualty losses, tax 

preparation fees, alimony payments, moving expenses and medical savings 
account contributions.

– Senate - Retains the deduction for medical expenses, alimony and casualty 
losses (that happen during an event that the president later officially 
declares to be a disaster).

• Reduces medical expense AGI threshold to 7.5% for 2017-2018, returns to 10% 
thereafter.
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Deferred Compensation

• House
– New election to defer gain for employees of 

private companies who are granted options or 
restricted stock units.

• Senate
– NQDC taxable when there is no substantial 

risk of forfeiture. 
– Noncompete does not delay taxation.
– Applies to NQ stock options and stock 

appreciation rights.
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Retirement Plans

• Senate Plan contains a number of 
provisions regarding the limitation of 
catch-up payments for high wage earners 
and several provisions applicable to 
governmental plans.

• House Bill expands certain provisions for 
hardship distributions and continued plan 
participation.
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What Should Individual Taxpayers Be 
Thinking About Today?

• Prepay state and local income tax in 2017 if not 
subject to AMT.

• If taxable income exceeds $1,000,000 (MFJ and 
not in AMT), consider accelerating income (e.g., 
capital gains) into 2017, and prepaying state 
income tax.

• Plan for estate tax to remain.

• Reconsider choice of entity – C Corporation v. 
pass-through entities (if a small business owner).

• Run detailed projections.
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Proposed Legislation Comparison - Business

Description House Senate
Corporate Tax Rate 20% - Beginning in 2018 20% - Beginning in 2019

Corporate AMT Eliminates Retained

Capital Expensing Full expensing of Qualified Property (new 
and used) placed in service btw Sep 27, 

2017 and Dec 31, 2022

Same as House proposal except only applies to new 
property and Senate bill phases the provision out by 

20% per year beginning in 2023

Pass-Through Income 25% rate applies to: passive income, 30% 
of active business income (safe harbor), 
(0% for services with limited exception)

23% Deduction against Qualified Business Income (not 
applicable for services).  Deduction limited to 50% of 
W-2 wages (applicable for 2018-2025). Exceptions for 

taxpayers with taxable income below $500K (MFJ)

Stock Options, etc. Retained Retained (deferral of income election for certain 
“qualified stock” granted to “qualified employees”)

Interest Expense Limited to 30% of Adjusted Taxable 
Income

Limited to 30% of Adjusted Taxable Income

Net Operating Losses No carryback, 90% of taxable income 
limitation, carried forward indefinitely

Same as House proposal except no interest factor 
applied to preserve FMV of NOL (80% limitation for 

2023-2025)

LIFO Retained Retained

Domestic Production Activities Deduction 
(DPAD/Section 199)

Repealed – beginning in 2018 Repealed – beginning in 2019

R&D Credit Retained Retained

Low-Income Housing Credit Retained Retained
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Corporate Tax Rate

• Reduces the corporate tax rate from 35% 
to 20%.

• Senate proposal imposes a one-year delay 
on lowering the rate.
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Effective Corporate Tax Rate
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Capital Expensing

• Taxpayers would be able to expense 100% of the cost of qualified 
property acquired and placed in service after September 27, 
2017 and before January 1, 2023.
– Excludes property used by a regulated public utility or in a real 

property trade or business.
• Senate and House are the same except:

– The Senate proposal only applies to new property.
– Senate bill phases this provision out by 20% per year thereafter.

• Section 179
– House - expanded by increasing the dollar limitation from $500,000 

to $5 million and increasing the phase-out amount from $2 million 
to $20 million.

– Senate – increases the limitation to $1 million with phase-out at 
$2.5 million.  Includes qualified real property improvements.
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Interest Expense

• Section 163(j) would be revised to limit net interest 
expense of all businesses that exceeds 30% of 
adjusted taxable income.
– House – sum of business interest income plus 30% of 

EBITDA.
– Senate – similar with adjusted taxable income defined 

similar to EBIT.
– Small business exception ($15 million gross receipts).

• New Section 163(n) applicable to International 
Financial Reporting Groups (IFRGs) – see International 
section.
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Employee Benefits

• Certain items recharacterized as taxable to 
employees including:
– Moving expenses.
– Qualified bicycle commuting reimbursement.

• New limits on compensation in excess of $1 
million.

• New rules to allow inclusion deferral on certain 
equity awards.

• Change in treatment of meals and entertainment 
expenses.
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Amortization of Research & Experimental 
Expenditures

• Both House and Senate plans require capitalization 
and amortization of R&E expenses, including 
software development (but not land or other 
depreciable property).

• Amortize ratably over five years.
• Continue to amortize even if property is abandoned 

or sold.
• Treated as an automatic change in accounting 

method.
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Pass-Through Tax Rate

• No postcard filing here!

• House Bill and Senate plan both reduce 
tax burden on pass-through entities.

• Both versions focus on “qualified business 
income.”

• Effective tax rate generally still greater 
than proposed corporate rate under both 
versions.
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Pass-Through Tax Rate

• House Plan  
– Capital percentage (30% safe harbor) will be taxed at a 

new low rate of 25% - i.e., qualified business income 
(QBI) tax rate.

• Rebuttable percentage.
• Usually not applicable to personal service 

businesses.
– Labor percentage (remainder, 70%) of pass-through 

income will be taxed at the rate of the business owner’s 
individual tax rate like wages (i.e., 25%, 35% or 39.6%).

• Special, lower tax rate for smaller businesses (less 
than $225,000 of pass through income).
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Capital Percentage

• Determined for each active business activity.

• For specified services activities, the capital percentage = 0%. 

– Exception for capital-intensive specified services activities.

– In any year, a taxpayer could elect this exception only if the 
taxpayer’s “applicable percentage” is at least 10%.

– If elected, the taxpayer’s capital percentage would be the  
“applicable percentage.”

• For all other businesses, the capital percentage is 30% 
unless the taxpayer elects to use the applicable percentage.

– Irrevocable election applies to current + 4 succeeding years.
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Applicable Percentage

• Equals the taxpayer’s “specified return on capital” from the 
activity for the tax year divided by the taxpayer’s net business 
income from the activity for that tax year.

• Specified return on capital would be the taxpayer’s share of the 
active business activity’s “asset balance” multiplied by a deemed 
rate of return reduced by deductible interest expenses 
attributable to the activity.

– Asset balance would be the taxpayer’s adjusted basis of the 
property used in connection with the active business activity as of 
the end of the tax year (without regard to bonus depreciation and 
Section 179).

– Deemed rate of return is the Federal short-term rate, plus 7%.
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Specified Service Activities

• Subject to an exception for capital-intensive 
activities, active business income from specified 
service activities would not be eligible for the QBI 
rate.
– Specified services activities to include, in part, 

health, law, accounting, consulting, financial 
services – i.e., any trade or business whose 
principal asset is the reputation or skill of one or 
more of its employees or owners (per Section 
1202(e)(3)(A)).
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Pass-Through Tax Rate

• Senate Plan 
– Creates a new 23% deduction for domestic QBI of pass-

through business (increased from 17.4% as part of final 
amendments) 

• QBI includes REIT dividends
• Does not include reasonable compensation of S 

corporation shareholder or certain investment income
– Limited to 50% of pro rata share of W-2 wages

• Limitation not applicable if taxable income is less than 
$500,000 (MFJ)

• Fully phased in at $600,000 of income (MFJ).
– Deductions expire after 2025
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C Corporation v. S Corporation

• Which is better?  
– Depends on 

• Overall income level
• Level of reinvestment or distribution 

of profits
• Where your company operates
• Costs to convert 
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Tax Under Current and Proposed Scenarios 

40

Current Law Proposed Law
Corporation Passthrough Corporation Passthrough

House Bill Senate Plan

Max Tax Rate 35.0% 39.6% 20.0% 39.6% 38.5%

Taxable Income 1,000,000 1,000,000 1,000,000 1,000,000 1,000,000

Entity Tax (340,000) (200,000)

Individual Tax (139,230) (311,531) (184,450) (251,800) (214,242)

Net after tax profit 520,770 688,469 615,550 748,200 785,759

Effective tax rate 47.9% 31.2% 38.4% 25.2% 21.4%



What Should Corporate Taxpayers Be Thinking 
About Today?

• Tax Reform Modeling
– To understand how your company may be impacted by 

evolving tax reform proposals.
– To answer questions from your CEO, CFO and other 

stakeholders regarding the impact of tax reform.
– If acquisitive – to understand how tax reform might 

affect the price of a pending acquisition.
– To understand the potential impact of tax reform on the 

Company’s financial statements.
• Consider accelerating the use of DTAs?

– To make decisions on tax planning irrespective of 
whether tax reform passes or fails.

41



Agenda

I. Tax Cuts and Jobs Act
A. Where Things Stand Today
B. Provisions

– Individual
– Business
– Small Business / Pass-Through
– International

II. The Tax Reform Process

42



Proposed Legislation Comparison -
International
Description House Senate
International Tax Regime Territorial system, 100% foreign dividend 

exemption.
Same as House Proposal

Repatriation “toll charge” Previously untaxed foreign earnings:
• 14% cash and cash equivalents

• 7% non-cash assets
• Payable over 8 years

• Proportional reduction in FTCs

Previously untaxed foreign earnings:
• 14.5% cash and cash equivalents

• 7.5% non-cash assets
• Payable over 8 years

• Proportional reduction in FTC

Anti-base erosion regime (Subpart F) Subpart F generally maintained; US shareholders 
of CFC subject to 20% tax on 50% of its aggregate

share of CFCs foreign high return amount.  An 80% 
FTC is permitted.  In effect, the minimum tax will 

not apply if, on an aggregate basis, the CFC 
effective tax rate is 12.5% or higher.

Subpart F generally maintained; US shareholders 
of CFC subject to current US tax on “global

intangible low-taxed income” (GILTI) with a 50% 
deduction.  An 80% FTC is permitted.  The 

deduction is reduced to 37.5% for tax years 
beginning at Dec 31, 2025.

Anti-base erosion regime (Inbounds) 20% excise tax or similar tax on ECI relating to 
certain outbound payments (other than interest) 

that are deductible, includible in COGS or 
includible in the basis of a depreciable or 

amortizable asset, made to a related foreign 
corporation.  An 80% FTC is permitted.

New add-on minimum tax equal to the excess of (i) 
10% of taxable income (12.5% for tax years after 

Dec 31, 2025) determined without regard to 
amounts paid or accrued to a foreign related party 

(including amounts includible in the basis of a 
depreciable or amortizable asset over (ii) regular 
tax liability (determined after credits other than 

the R&D credit).  For tax years after Dec 31, 2025, 
the regular tax is reduced by all credits.

Incentive for U.S. production for sale to 
foreign customers

None provided. A 37.5% deduction is allows for foreign-derived 
intangible income produced in the U.S.  The 

deduction is reduced to 21.875% for tax years 
beginning after Dec 31, 2025).
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Transition to a Territorial System

• 100% exemption of foreign-source 
dividends received by a U.S. corporation 
from a foreign corporation in which the 
U.S. corporation owns at least a 10% 
stake.
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Accumulated Foreign Earnings
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Deemed Repatriation

• House - One-time transitional tax on 
accumulated foreign earnings (as of November 2 
or December 31, whichever is higher) at 14% for 
cash and 7% for illiquid assets, payable over 8 
years.

• Senate – 14.5% for cash and 7.5% for illiquid 
assets (increased from 10% and 5% as part of 
final amendments).

• Applies to all, even though 100% exemption of 
foreign-source dividends applies only to 
corporations.

• S Corporation deferral.
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Interest Expense

• New Section 163(n) would be added to limit the net interest 
expense of domestic corporations that are part of a 
worldwide group.
- House – domestic corporation’s interest deduction could not exceed its 

“allowable percentage” of 110% of its net interest expense (based on ratio 
of its allocable share of the IFRG’s net interest expense based on relative 
EBITDA).

• Applies to consolidated groups with average annual global gross receipts of 
more than $100 million for the 3-year period.

• Any disallowed interest carried forward 5 years.
- Senate – Similarly limits a domestic corporation’s interest deduction to the 

extent indebtedness of domestic group members exceeds 110% of the 
indebtedness that such (domestic group) members would hold if their 
indebtedness to equity ratio were the same as that of the worldwide group.

• Any disallowed interest carried forward indefinitely.
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House - Anti-base erosion (Subpart F)

• Current U.S. tax on “foreign high returns” -
50% of a U.S. shareholder’s aggregate net 
CFC income in excess of extraordinary 
returns from tangible assets (7% + Fed 
short-term rate of the CFC’s aggregate 
basis in depreciable tangible property, 
minus interest expense).
– 80% of foreign taxes paid allowed as a FTC
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“Foreign High Returns” – Example

49

Income Tax Rate Tax
CFC 1 $50 30% $15

CFC 2 $100 20% $20

CFC 3 $650 10% $65

Aggregate Net CFC Income $800 $100

Aggregate CFC ETR ($100/$800) 12.5%

Extraordinary Returns from Tangible Assets $0

Foreign High Returns $800

@ 50% - Subject to Current US Tax $400

US Tax @ 20% $80

Foreign Tax Credit ($100 * 80%) $80

Net Current U.S. Tax from Foreign High 
Returns

$0



Senate - Anti-base erosion (Subpart F)

• Current U.S. tax on “global intangible low-
taxed income” (GILTI) - 50% of GILTI with a 
deduction of 37.5% for foreign-derived 
intangible income. 
– The 50% GILTI deduction would be reduced to 

37.5%, and foreign-derived intangible income 
deduction reduced to 21.875% for tax years 
after 2025. 
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Anti-base Erosion (Inbound)

• House - All deductible payments except interest paid to a 
related foreign company would be subject to a 20% excise 
tax unless the related foreign company elected to treat 
those payments as effectively connected income (ECI) and 
thus taxable in the U.S.
– The excise tax would not be deductible if the election is not 

made.

• Senate – Similar to House provision where “base erosion 
minimum tax amount” would be imposed on “base erosion 
payments” paid or accrued by a taxpayer to a foreign 
related person. 
– 10% of taxable income (12.5% for tax years after 2025).
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Other International Provisions

• House and Senate
– Section 902 repealed
– CFC look-through made permanent
– 863(b) sales – 100% sourced to place of 

production
• Senate

– Retains the IC-DISC provisions (as part of 
final amendments)
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What Should Taxpayers With International 
Activities Be Thinking About Today?

• Analyze E&P
– Planning to mitigate

• Model ETR and cash taxes under Senate and 
House proposals
– Interest limitations
– Anti-base erosion provision

• Review existing supply chain structures
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Four Steps to Republican Tax Reform

1. Pass Budget Resolution - Done
2. Overcome Key Policy Disagreements
3. Go Through Regular Order
4. Get the Bill through the Senate Budget 

Rules

55



Pass Budget Resolution

• Congressional Republicans are planning to pass their tax 
plan through “budget reconciliation” – which allows 
Congress to pass a bill with a simple majority (51 votes) and 
bypass the threat of a Democratic filibuster.
– Senate Republicans have 52 seats.
– Can lose 2 votes.

• Senate bill passed on December 1st with a 51-49 vote (Sen. Bob Corker 
(R-TN) only Republican hold out).

• A budget resolution is a nonbinding agreement that 
establishes “instructions” for reconciliation bills.

• Republicans in both the House and Senate passed the 
same budget – effectively allowing a $1.5 trillion increase 
to the deficit over the next 10 years.
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Overcome Key Policy Disagreements

• Pass-through provisions
– Sen. Ron Johnson (R-Wisconsin)

• Deficit concerns
– Sen. Bob Corker (R–Tennessee), Sen. Jeff Flake          

(R-Arizona)

• Individual Healthcare Mandate
– Sen. Susan Collins (R-Maine), Sen. Lisa Murkowski     

(R-Alaska)

• Alabama Senate Seat
– Election December 12

• Process / Regular Order / Other?
– Sen. John McCain (R-Arizona)
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Go Through Regular Order

• If the House and Senate end up disagreeing and 
passing different bills, then they will have to form 
yet another “conference committee” to negotiate 
and create a new bill that both the House and 
Senate will have to pass again.
– Or, one chamber could simply take the other 

chamber’s bill and pass it.
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Senate Budget Rules

• Budget reconciliation process does not allow tax cuts 
to increase the deficit outside the first 10-year window 
(“Byrd Rule”).

• Four scenarios:
1. Tax cuts that sunset in 10 years (Senate proposal 

has several tax cuts that sunset).
2. Pass much smaller tax cuts that are permanent.  If 

this is determined to be more of a priority, 
Republicans could find enough revenue-raisers and 
offsets to pass permanent, but substantially 
smaller, tax cuts.  Unlikely, as conservative 
members likely will not support a bill with corporate 
tax rates in excess of 20%.
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Senate Budget Rules

• Four scenarios – cont:
3. Split the bill into three separate titles.

• A temporary, Republican-led effort that would 
pursue aggressive tax cuts that would sunset in 
10 years;

• A permanent bill that would comply with Senate 
rules; and,

• A permanent bipartisan proposal needing 60 
votes (finding consensus around issues like the 
Child Tax Credit).

4. Nuclear option – Mitch McConnell overrules the 
Senate parliamentarian.
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Contact Information
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Accounting Standards Update

Patrick F. Kerns
Senior Audit and Assurance Services Manager



Agenda

• Financial Accounting Standards Board (FASB) Update

• Accounting Standards Updates (excluding revenue 
recognition and leases) effective for 2017

• Accounting Standards Updates effective for periods after 
2017
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FASB Update

• Similar to 2016, 2017 was the year of the “narrow” 
update
– During 2017 (to date), there were 13 accounting 

standard updates (or ASUs)
– During 2016, there were 18

• Continued focus on clarifying, streamlining GAAP 
and making GAAP less complex (at least for non-
public companies)
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FASB Update (Cont.)

• FASB/Private Company Council (PCC) Discussion 
Topics
– Consolidations (Variable Interest Entities)
– Cloud computing
– Simplifying the balance sheet classification of debt
– Fair value
– Disclosure framework
– Accounting for financial instruments – Hedging
– Down rounds
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FASB Update (Cont.)

• There are currently 4 proposed standards whose 
comment period has just expired or is about to 
expire

• Some of the items on the research agenda include:
– Digital currency
– Non-GAAP financial measures
– Simplification measures for non-public entities

66



FASB Update (Cont.)

• While many of the changes, with some notable 
exceptions (i.e., revenue and leases), have been 
narrow in focus, your entity should still be 
evaluating impact on:
– People
– Processes
– Technology

• When will you adopt?
• Which method will you adopt?
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Feeling by Private Companies
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Feeling by Public Companies
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Public vs. Private Entity Classification

Public Entity
• A business entity or a not-for-profit entity:

– It has issued debt or equity securities or is a conduit 
bond obligor for conduit debt securities that are traded 
in a public market (a domestic or foreign stock exchange 
or an over-the-counter market, including local or regional 
markets).

– It is required to file financial statements with the 
Securities and Exchange Commission (SEC). 

– It provides financial statements for the purpose of 
issuing any class of securities in a public market. 
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Updates Effective for 2017 Calendar Year-end 
Nonpublic Entities 

– ASU 2014-10: Development Stage Entities (Topic 915): Elimination of 
Certain Financial Reporting Requirements, Including an Amendment to 
Variable Interest Entities Guidance in Topic 810, Consolidation

– ASU 2014-18: Business Combinations (Topic 805): Accounting for 
Identifiable Intangible Assets in a Business Combination 

– ASU 2015-02: Consolidation (Topic 810): Amendments to the 
Consolidation Analysis

– ASU 2015-04: Compensation-Retirement Benefits (Topic 715): Practical 
Expedient for the Measurement Date of an Employer’s Defined Benefit 
Obligation and Plan Assets

– ASU 2015-07: Disclosures for Investments in Certain Entities That 
Calculate Net Asset Value per Share (or Its Equivalent) (a consensus of 
the EITF)
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– ASU 2015-09: Disclosures about Short-Duration Contracts
– ASU 2015-11: Simplifying the Measurement of Inventory
– ASU 2015-16: Business Combinations (Topic 805): Simplifying the 

Accounting for Measurement- Period Adjustments
– ASU 2016-07: Investments—Equity Method and Joint Ventures (Topic 

323): Simplifying the Transition to the Equity Method of Accounting
– ASU 2016-17: Consolidation (Topic 810): Interests Held through Related 

Parties That Are under Common Control
– ASU 2017-02: Not-for-Profit Entities—Consolidation (Subtopic 958-810): 

Clarifying When a Not-for-Profit Entity That Is a General Partner or a 
Limited Partner Should Consolidate a For-Profit Limited Partnership or 
Similar Entity

– ASU 2017-03: Accounting Changes and Error Corrections (Topic 250) 
and Investments—Equity Method and Joint Ventures (Topic 323)
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Updates Effective for 2017 Calendar Year-end 
Nonpublic Entities (Cont.)



ASU 2014-18 – Business Combinations (Topic 805): Accounting 
for Identifiable Intangible Assets in a Business Combination

73

Transition type Prospectively

For entities electing this alternative, this will only recognize identifiable intangible 
assets. An intangible asset is identifiable if it meets either of the following criteria: 

• It arises from contractual or other legal rights, regardless of whether those rights 
are transferable or separable from the entity or from other rights and obligations. 

• It is separable, that is, capable of being separated or divided from the entity and 
sold, transferred, licensed, rented, or exchanged, either individually or together 
with a related contract, identifiable asset, or liability, regardless of whether the 
entity intends to do so. 



ASU 2015-07 – Fair Value Measurement
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Transition type Retrospective application

Key provisions:
• Eliminates the requirement to categorize these investments within the fair value 

hierarchy disclosure and associated other previously required disclosures for 
investments in entities that are measured using net asset value (NAV)  per share (or 
its equivalent).

• Requires disclosure if amount that may be realized differs from NAV as reported.



ASU 2015-11 – Inventory — Simplifying the 
Measurement of Inventory
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Transition type Retrospective application

• Inventory measured at the lower of cost or net realizable value (in place of market).

• Net realizable value is the estimated selling prices in the ordinary course of 
business, less reasonably predictable costs of completion, disposal, and 
transportation.

• Does not apply to inventory measured using LIFO or the retail method of 
accounting.



ASU 2015-16 - Business Combinations: Simplifying 
the Accounting for Measurement-Period Adjustments

Transition type Prospectively

• Requires adjustments to provisional amounts to be recognized when the adjustments 
are determined. 

• Requires that the acquirer record, in the same period’s financial statements, the 
effect on earnings of changes, calculated as if the accounting had been completed at 
the acquisition date.

• Requires separate presentation on income statement or in the notes the amount 
recorded in current-period earnings by line item that would have been recorded in 
previous periods if the adjustment been recognized as of the acquisition date.

• Eliminates the requirement to retrospectively account for these adjustments.
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ASU 2016-17 – Interests Under Common Control

Transition type Retrospective

• Clarifies and amends how to treat indirect interests in the entity held through 
related parties that are under common control with the reporting entity when 
determining whether it is the primary beneficiary of that variable interest entity 
(VIE). 

• The primary beneficiary of a VIE is the reporting entity that has a controlling 
financial interest in a VIE and, therefore, consolidates the VIE.

• A reporting entity has an indirect interest in a VIE if it has a direct interest in a 
related party that, in turn, has a direct interest in the VIE.
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ASU 2017-02 – Not-for-Profit Entities—Consolidation

Transition type Retrospectively

• Impacts a Not-for-Profit (NFP) that is a general partner or a limited partner of a for-
profit limited partnership or a similar legal entity. 

• NFPs that are general partners continue to be presumed to control a for-profit 
limited partnership, regardless of the extent of their ownership interest, unless that 
presumption is overcome. 

• The amendments in ASU 2015-02 added new guidance on when limited partners 
should consolidate limited partnerships that are not VIEs or that are not within the 
scope of the VIE consolidation guidance.  ASU 2017-02 updates ASC 958 for ease of 
reference and to make conforming revisions to specific not-for-profit guidance. 
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ASU 2017-03- Accounting Changes and Error Corrections 
and Investments — Equity Method and Joint Ventures

Effective Date Upon issuance (public companies only)

Transition type Prospectively
• Requires certain qualitative, quantitative, and implementation progress disclosures 

regarding the impact that adopting ASUs on revenue recognition, leases and 
measurement of credit losses (including any amendments). 

• If a registrant does not know or cannot reasonably estimate the impact that adoption of 
the ASUs, then in addition to making a statement to that effect, should consider 
additional disclosures to convey the significance of the impact when adopted.

• Description of the effect to accounting policies that the registrant expects to apply, if 
determined, and a comparison to the current accounting policies. 

• Should describe the status of its process to implement the new standards and the 
significant implementation matters yet to be addressed. 

• Registrants should consider disclosure in both the MD&A and the notes.
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Accounting Standards Updates effective for 
periods after 2017



ASU 2015-17 - Income Taxes - Balance Sheet 
Classification of Deferred Taxes

Public Entities Non-Public Entities

Effective date
Effective for annual periods 
beginning after December 
15, 2016

Effective for annual periods 
beginning after December 
15, 2017

Transition type
May be applied either prospectively to all deferred tax 
liabilities and assets or retrospectively to all periods 
presented.

Early adoption permitted? Yes

• Current GAAP requires an entity to separate deferred income tax liabilities and 
assets into current and noncurrent amounts in a classified statement of financial 
position. 

• Update requires that deferred tax liabilities and assets be classified as noncurrent 
in a classified statement of financial position. 

• Update does not to change existing disclosure requirements for income taxes.
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ASU 2016-01 – Financial Instruments -
Overall

82

Public Entities Non-public entities

Effective Date Effective for annual periods 
after December 15, 2017

Effective for annual periods 
after December 15, 2018

Transition type Cumulative-effect adjustment

Early adoption permitted? Not prior to year-ends beginning after December 15, 2017

Key provisions:
• Amendments in this update make improvements to equity investments for those

with and without readily determinable fair values.

• Changes in fair value of equities securities to be measured at fair value with
changes recognized in net income.

• Requires enhanced disclosure and presentation of financial assets and liabilities.



ASU 2016-04 – Liabilities—Extinguishments of Liabilities —
Recognition of Breakage for Certain Prepaid Stored-Value Cards

Public Entities Non-Public Entities

Effective Date

Effective for public business 
entities, certain NFP entities, 
and certain EBPs for annual 
periods beginning after 
December 15, 2017

Effective for annual periods
beginning after December 
15, 2018

Transition type Cumulative-effect adjustment or retrospectively

Early adoption permitted? Yes

• If an entity expects to be entitled to a breakage (unredeemed portion) and it is 
probable that a significant reversal of the recognized breakage amount (liability) 
will not subsequently occur, that amount shall be derecognized. 

• If an entity does not expect to be entitled to a breakage amount, the entity shall 
derecognize when the likelihood becomes remote of being utilized.

• Entities are required to update estimates at the end of each reporting period, 
changes accounted for as a change in accounting estimate.
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ASU 2016-09 – Compensation — Stock Compensation: 
Improvements to Employee Share-Based Payment Accounting

Public Entities Non-Public Entities

Effective date
Effective for annual periods 
beginning after December 
15, 2016 

Effective for annual periods 
beginning after December 
15, 2017

Transition type Modified retrospective, retrospective or prospective 
(depends on what amendment relates to)

Early adoption permitted? Yes

• Simplifies several aspects of the accounting for share-based payment transactions, 
including the income tax consequences, classification of awards as either equity or 
liabilities, and classification on the statement of cash flows.

• Some areas of simplification apply only to nonpublic entities.

• Amendments eliminate the guidance in Topic 718 that was indefinitely deferred.
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ASU 2016-14 – Presentation of Not-for-Profit 
Financial Statements

Public Entities Non-Public Entities

Effective Date
Effective for all not for profit entities 
for fiscal years beginning after 
December 15, 2017

Fiscal years beginning after 
December 15, 2017

Transition type Retrospective in the year update is applied; however, options exist 
for comparative financial statements 

Early adoption
permitted? Yes

• Presentation on the face of the statement of financial position for two classes of
net assets (Without Donor Restrictions and With Donor Restrictions).

• Presentation on the face of the statement of activities for two classes of net assets.
• Continue to present on the face of the statement of cash flows the net amount for

operating cash flows using direct or indirect methods.
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ASU 2016-14 – Presentation of Not-for-Profit 
Financial Statements (Cont.)

• Provide enhanced disclosures on:
• amounts and purposes of governing board designations
• composition of net assets with donor restrictions at the end of the period and
• how the restrictions affect the use of resources
• qualitative information that communicates how a not-for-profit (NFP) 

manages its liquid resources
• quantitative information on the availability of an NFP’s resources
• amounts of expenses by both natural and functional classification
• Methods used to allocate costs among program and support functions
• information on underwater endowment funds

• Report investment return net of external and direct investment expenses
• Use, in absence of explicit donor restriction, the placed-in-service approach
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ASU 2016–18 – Restricted Cash

Public Entities Non-Public Entities

Effective Date Effective for annual periods 
after December 15, 2017

Effective for annual periods 
after December 15, 2018

Transition type Retrospectively

Early adoption permitted? Yes

• Restricted cash and restricted cash equivalents should be included with cash and 
cash equivalents when reconciling the beginning-of-period and end-of-period total 
amounts shown on the statement of cash flows.

• Disclose information about the nature of restrictions on its cash and cash 
equivalents.
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ASU 2017-04 – Intangibles - Goodwill and Other (Topic 
350) – Simplifying the Test for Goodwill Impairment

Public Entities Non-Public Entities

Effective Date

Effective for annual periods 
beginning after December 
15, 2019 (SEC registrant)
Effective for annual periods 
beginning after December 
15, 2020 (non-filers)

Effective for annual periods 
beginning after December 
15, 2021

Transition type Prospectively

Early adoption permitted? Yes (for testing dates after January 1, 2017)

• Eliminates Step 2 of the impairment test, including the requirement for entities with a 
zero or negative carrying amount that fail the qualitative assessment.  

• An entity should recognize an impairment charge for the amount by which the carrying 
amount exceeds the reporting units fair value; however, the loss recognized should not 
exceed the total amount of goodwill allocated to that reporting unit. 

• Still has option to perform qualitative assessment for a reporting unit to determine if 
quantitative assessment is necessary.
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Questions? 

Patrick F. Kerns, CPA
Senior Audit and Assurance Services Manager
E-mail: pkerns@schneiderdowns.com
Phone: 412-697-5318

https://www.linkedin.com/in/patrickfkerns/
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The Ethics Of Mediation From Both The 
Mediator and Advocate Perspectives
Understanding the ethics rules governing a mediation 

Schneider Downs CPE Event
December 6, 2017



Mediation

I. What is it?
II. How does it work?
III. Ethical Considerations
IV. Q & A
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Form of ADR (Non-binding)

1. Impartial third-party
2. Facilitates communication and negotiation
3. Promotes voluntary decision making by the 

parties
4. Mandatory in W.D. Pa. (except social security)
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Purpose of Mediation

1. Define and clarify issues
2. Understand different perspectives
3. Identify interests
4. Explore and assess possible solutions
5. Reach mutually satisfactory agreement
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II. How does Mediation work?
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General Overview of Mediation

1. Parties and their counsel
2. Meet at neutral site
3. Mutually appointed mediator facilitates

negotiations

98



Applicable Rules & Procedures

1. ADR policies and procedures (W.D.Pa.)
2. www.pawd.uscourts.gov
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http://www.pawd.uscourts.gov/


Highlights from ADR Policies & 
Procedures (W.D.Pa.)

1. Time for completion: 60 days after Rule 16 Initial 
Case Management Conference

2. ADR stipulation
a. Sample stipulation on next slide
b. Discuss in Rule 26 meet and confer ---indicate on 

Rule 26(f) Report
c. Identify neutral and form of ADR at Rule 16 

conference
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ADR Stipulation 

IN THE UNITED STATES DISTRICT COURT 
FOR THE WESTERN DISTRICT OF PENNSYLVANIA 

 
MARY LADUKE TURNER,  
 
  Plaintiff, 
 
 v. 
 
RELAX & WAX, LLC and  
DEBORAH L. MERHAR, 
 
  Defendants. 

) 
) 
) 
) 
) 
) 
) 
) 
) 
) 

Civil Action 
 
No. 2:16-cv-01224-DSC 
 
Judge David S. Cercone 
 
 
Electronically Filed 

 
STIPULATION SELECTING ADR PROCESS 

 
Counsel report that they have met and conferred regarding Alternative 

Dispute Resolution (ADR) and have reached the following stipulation pursuant to 
L.R. 16.2 and the Court’s ADR Policies and Procedures. 
 
I.  PROCESS 
 
    X    Mediation 
           Early Neutral Evaluation (ENE) 
           Court sponsored Binding1 Arbitration 
           Court sponsored Non-Binding Arbitration 
           Other (please identify process and provider) ______________________________ 
  __________________________________________________________________ 
 
If you are utilizing a private ADR process, such as the American Arbitration Association, be 
advised that the case is still governed by the Court’s ADR Policies and Procedure.  It is the 
responsibility of counsel to ensure that all of the proper forms are timely submitted and filed, 
as required by Policies and Procedures. 
 
II.  COSTS 
 
The parties have agreed to share the ADR costs as follows (do not complete percentages for court 
sponsored arbitration.  For that process costs are paid by the court in accordance with 28 USC 
§658): 
 
    50   % by Plaintiff 
    50   % by Defendants 
 
If a dispute arises as to compensation and costs for the mediator/neutral evaluator/private 
arbitrator, the Court will set reasonable compensation and costs. 

                                                 
1 For binding arbitration, please complete form “Stipulation to Binding Arbitration” located on 
the Court’s website at www.pawd.uscourts.gov. 
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III.  NEUTRAL 
 
The parties hereby designate by agreement the following individual to serve as a Neutral in the 
above-styled action: 
 
Name of Neutral:  Louis B. Kushner        
Address of Neutral:  Rothman Gordon, P.C., Third Floor, Grant Building, 310 Grant  
    Street, Pittsburgh, PA 15219       
Phone & Fax Numbers: 412.338.1100; 412.281.7304 (fax)      
E-Mail address of Neutral: lbkushner@rothmangordon.com      
Date of ADR Session: On or before December 13, 2016      
 
The parties represent that they have contacted the selected prospective neutral and have determined 
that the neutral is available to conduct the ADR session within the time prescribed by the Court’s 
Policies and Procedures and that the neutral does not have a conflict. 
 
IV.  PARTICIPANTS 
 
Name of the individual(s) who will be attending the mediation or early neutral evaluation session, 
in additional to counsel, in accordance with Section 2.7 (Attendance at Session) of the Court’s 
ADR Policies and Procedures: 
 
For Plaintiff(s): Mary LaDuke Turner Mary LaDuke Turner, as individual 

Name and title 
For Defendant(s): Relax & Wax, LLC and 

Deborah L. Merhar 
Deborah L. Merhar, as individual and 
owner of Relax & Wax, LLC  
Name and title 

 
Each party certifies that the representative(s) attending the ADR session on its behalf has full and 
complete settlement authority, as specified in sub-section (A)(1-3) of the above section of the 
Court’s ADR Policies and Procedures. 
 
V.  ACKNOWLEDGMENT 
 
 We, the undersigned parties to this action, declare that this stipulation is both consensual 
and mutual. 
 
Dated:  10/11/16    s/ Susan M. Papa     
       Attorney for Plaintiff 
 
 
Dated:  10/11/16    s/ John W. McIlvaine     

Attorney for Defendants 
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Highlights from ADR Policies & 
Procedures (W.D.Pa.)

3. Mediators must adhere to ABA Model Standards of 
Conduct

4. Mediator qualification
a. 7 years’ practice
b. 40 hour training

5. Decision-maker must attend
a. Physical attendance required
b. Insurers
c. Failure to attend => subject to sanctions
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Highlights from ADR Policies & 
Procedures (W.D.Pa.)

6. Mediator’s fee split 50/50
7. Pre-mediation teleconference required
8. Written statement not required
9. Procedure at mediation

a. Mediator has discretion as to structure
b. Plenary session 
c. Separate caucuses
d. Follow-up

10. Report of Neutral (sample next slide)
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Report of Neutral

 

IN THE UNITED STATES DISTRICT COURT 
FOR THE WESTERN DISTRICT OF PENNSYLVANIA 

 
WESTMORELAND ADVANCED 
MATERIALS, INC., 
 
  Plaintiff, 
 
 v. 
 
ALLIED MINERAL PRODUCTS, INC.,  
 
  Defendant. 

) 
) 
) 
) 
) 
) 
) 
) 
) 
) 

 
Civil Action No. 2:16-cv-00263-AJS 
LEAD CASE 
 
Civil Action No. 2:16-cv-00604-AJS 
MEMBER CASE 
 
 

 
REPORT OF NEUTRAL 

 
An Early Neutral Evaluation session was held in the above captioned matter on August 10, 2016. 
 

The case (please check one): 
  has resolved 
  has resolved in part (see below) 
 X has not resolved. 

 

The parties request that a follow up conference with the Court should be scheduled within 
   days. 

 
 
If the case has resolved in part, please indicate the part that has resolved and/or the 
claim(s)/parties that remain. 
 
 

 

 
 

 
 

 
 
 
Dated:       s/ John W. McIlvaine     

Signature of Neutral 
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III. Ethical Considerations
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Relevant Rules governing mediation

• ADR Policies and Procedures for the Western District of Pennsylvania
• Local Rule 16.2 (E) → ADR process is governed by ADR Policies and 

Procedures.
• Mandatory ADR ---60 days after Rule 16 (ICM) Conference with the Court 
• Section 2.5 (B) (1) (c) states that all mediators must adhere to the Model 

Standards of Conduct for Mediators.
• ADR Stipulation and Report of Neutral
• Engagement Letter
• Organizational teleconference(s)
• Mediation Statements 
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Role of Damages Expert

• Damages assessments
• Reasonable royalty
• Lost profits

• Commercial success
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Understanding the ethics rules governing 
a mediation

•Ethical Rules Implicated
• Pa Rule 1.12—Former Judges, Mediators and 

Neutrals
• Pa Rule 3.5---Impartiality and Decorum 
• Pa Rule 1.7 –Conflict of Interest:  Current Clients
• Pa Rule 1.9—Conflict of Interest:  Former Clients
• Pa Rule 1.6—Confidentiality of Information 
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Mediators
Who can mediate?

• Parties choose a mediator who is available and has no 
apparent conflict of interest.

• www.pawd.uscourts.gov
• Attorney mediators must be admitted to the practice of law 

for at least seven years and must have:
• substantial experience with civil litigation in federal court;
• completed 40 hours of mediation training, including:

• the facilitative method of mediation and
• 16 hours of participating in simulated facilitative mediations; and

• the ability to listen well, facilitate communication, and assist 
parties with settlement negotiations.
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Mediators
Communication with the parties

•Mediator must schedule a brief joint telephone 
conference with counsel and any unrepresented 
parties before mediation.
• Discuss scheduling and any potential rescheduling
• Establish procedures to be followed during 

mediation
• Discuss the nature of the case
• Establish which client representatives will attend
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Mediators
Sharing of information/confidentiality among the 
parties

• Mediation is a confidential process.
• Confidential information will only be disclosed to those 

involved in the mediation process.
• No recordings or transcripts of the process will be made 

without all parties prior written consent.
• Mediator shall ask all persons participating in mediation to 

sign a confidentiality agreement.
• Mediators cannot disclose private conversations with one 

party without that party’s consent.
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Mediators
Sharing of information/confidentiality among the 
parties – Exceptions to confidentiality

• Mediators may disclose confidential information that both 
parties agree in writing may be disclosed.

• Mediator is also obligated to disclose confidential 
information in matters regarding:

• failure to compensate the mediator;
• creating a Report of the Neutral;
• failure of a party to attend mediation;
• any threats of bodily injury or damage; and
• signed written settlement agreements or fraudulent 

communication.
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Mediators
Role of the mediator in mediation
• Mediators:

• improve communication across party lines;
• help parties articulate their interests and understand those of their opponent;
• probe the strengths and weakness of each party’s legal position; and
• identify areas of agreement and help generate options for a mutually agreeable 

resolution to the dispute.
• Mediators can structure mediation to maximize benefits.
• Mediators also determine the date and place of mediation after consulting the parties.
• After mediation, they consult with parties to determine if additional ADR should be 

scheduled.
• Mediators do not provide an evaluation of the case but file a report of the neutral.

• Provides mediation information such as whether additional ADR was scheduled 
and whether the case was resolved.
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Participants
Communications with opposing party and mediator

• No rule in ADR policies or Model Standard that regulates a 
party’s conduct with opposing party and mediator.

• Pa Rule 3.5—Impartiality and Decorum—limit ex parte with 
Mediator

• Western District of Pennsylvania case law establishes that a 
party has some communication obligations to avoid bad faith.

• Party must inform other party and mediator if they do not 
intend to attempt to come to a settlement and therefore 
mediation is futile; Lea v. PNC Bank, 2016 WL 738053 
(W.D. Pa 2016).
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Participants
Treatment of statements made during mediation and 
other shared information

• Parties shall not disclose confidential information, including:
• contents of all documents created for or by mediator;
• communications and conduct during mediation; and
• all communication in connection with mediation

• Including all nonverbal, or and written communication
• Model Standards, Section V --Confidentiality
• Confidential information shall not be used for any purpose in 

any pending or future proceeding—broader than FRE 408
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Participants
How to effectively advocate during a mediation

• Your chance to speak to principals of the other side
• Prepare!
• If a Judge (magistrate, retired) is mediating, they 

understand caselaw
• Manage client expectations
• Give the client an idea of how it works
• Comments to Pa Rule 3.5---Don’t be ‘aggressive and 

punitive’!
• Scene from The Breakup (PG)
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How to ethically address aspects of mediation

•Conflicts of Interest
• Improper arguments/presentations by opponents
•Failure to maintain confidentiality
•Failure to participate in good faith
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How to ethically address aspects of mediation
Conflicts of Interest

• Conflicts of interest can arise from involvement by a mediator with the subject matter of the dispute 
or from any relationship with any mediation participant.

• Conflict of interest must be sufficient enough to raise a question of the mediator’s impartiality and can 
occur after mediation.

• Mediators must disclose any potential conflicts to parties.
• Parties can agree to continue with mediator, however, mediator must withdraw if the conflict might 

reasonably be viewed as undermining the integrity of mediation.

• Mediator shall clarify in an engagement letter that they are neutral.
• Mediator must decline or withdraw from mediation if they are unable to be impartial.

• Mediators cannot give or accept gifts that raise any question of impartiality.

• Lawyers cannot represent clients in matters that they participated in as mediator without all parties’ 
prior consent—Pa Rule 1.12

• No other lawyer in the law firm of such a lawyer can represent a client in this matter unless the 
disqualified lawyer is screened from any participation and all parties are given written notice.
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How to ethically address aspects of mediation
Improper arguments/presentations by opponent

• Be mindful of your Protective Order
• Clear in advance, with the other side, if you want to 

discuss/show Confidential/AEO information to 
mediator (and your client) during plenary session 

• Differences between Mediation and ENE
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How to ethically address aspects of mediation
Failure to maintain confidentiality 

•Advise your client that discussions during 
mediation are confidential and not admissible

•Remind the mediator to reiterate this in 
plenary session 
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How to ethically address aspects of mediation
Failure to participate in good faith

• Lea v. PNC Bank, 2016 WL 738053 (W.D. Pa 2016)
• Court may issue sanctions to a party if it is unprepared to participate or does not participate in 

good faith.
• A party has the obligation to attempt to come to a settlement during mediation .

• Court found that parties that will not provide a settlement offer and not hear offers from the other party are acting in bad 
faith.

• If a party knows that it has no intention or cannot come to a settlement agreement, it must make the opposing 
party and mediator aware that mediation would be futile.

• Sanctions can include attorney's fees and any costs incurred for the mediation, as well as other 
penalties.

• Exec Wings, Inc. v. Dolby, 131 F. Supp. 3d 404 (W.D. Pa 2015)
• Court found that both parties acted in bad faith.

• One representative did not attend mediation and sent a replacement not involved in the process
• The other party left mediation early

• Court ordered the parties to engage in a “do over” of the mediation and awarded offsetting 
sanctions.
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CONCLUSIONS

• Read the Operative Rules and Procedures

• Communicate!

• Prepare (yourself and client)

• Questions?
jmcilvaine@webblaw.com
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Schneider Downs & Co., Inc.
Fraud and Ethics Considerations

December 6, 2017



With You Today
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Steve Thimons, CVA, CFE 
Director of Valuation Services
Schneider Downs & Co. - Business Advisory Services
(412) 697 5281 
sthimons@schneiderdowns.com
One PPG Place, Suite 1700
Pittsburgh, PA 15222-5416

mailto:sthimons@schneiderdowns.com
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• Define ethics and discuss ethical theories
• Review the AICPA Code of Conduct and ethical 

requirements of CPAs
• Case examples of AICPA disciplinary actions and 

ethical considerations
• Review fraud basics
• Case examples of company fraud and ethical 

considerations
• Discussion of recent research into fraudsters’ 

motivation

Overview
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Ethics



Ethics

Difficult to define…
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YouTube Link

https://www.youtube.com/watch?v=xKGeHuln08A


Definitions of Ethics

• Business ethics (corporate ethics) is a form of applied ethics or professional 
ethics that examines ethical principles and moral or ethical problems that arise 
in a business environment. It applies to all aspects of business conduct and is 
relevant to the conduct of individuals and entire organizations.
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• Ethics is defined as the moral principles that govern a person’s or group’s 
behavior.

• Professional ethics is defined as the 
personal and corporate rules that 
govern behavior within the context of a 
particular profession.  An example 
of professional ethics is the AICPA’s 
Code of Professional Conduct which is a 
collection of codified statements that 
govern a CPA's ethical and professional 
responsibilities.



Ethical Theories
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• Virtues Theories
– Stresses the importance of developing good habits of character.

• Duty (Rights) Theories 
– Based on obligation.
– Rights established by a society are protected and given the highest 

priority.
• Consequential Theories

– Ethical Egoism: an action is morally right if the consequences of that 
action are more favorable than unfavorable only to the agent performing 
the action.

– Ethical Altruism: an action is morally right if the consequences of that 
action are more favorable than unfavorable to everyone except the agent.

– Utilitarianism: an action is morally right if the consequences of that action 
are more favorable than unfavorable to everyone.



Ethics Resources
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• The Fraud Triangle
• AICPA Code of Professional Conduct
• AICPA Professional Ethics Resources Website

– Ethics News and Publications

– Tools and Aids

– Professional Ethics Division/Joint Ethics Enforcement Program (JEEP)

– Professional Ethics Executive Committee (PEEC) Links and Meetings

– Ethics Hotline: 1-888-777-7077 ethics@aicpa.org

– Recently Updated Items

https://www.aicpa.org/interestareas/professionalethics/resources.html
mailto:ethics@aicpa.org
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AICPA 
Code of Professional

Conduct



AICPA Code of Professional Conduct

Overview of the Code of Professional Conduct
• Provides guidance and rules to all members in the performance of their 

professional responsibilities
• Consists of principles and rules as well as interpretations and other 

guidance 

Organization of the Code of Professional Conduct
• Preface: Applicable to All Members

– Overview, structure, principles of professional conduct, definitions
• Part 1 – Members in Public Practice
• Part 2 – Members in Business
• Part 3 – Other Members
• Various Appendices
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AICPA Code of Professional Conduct

Online Code of Professional Conduct
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http://pub.aicpa.org/codeofconduct/Ethics.aspx


AICPA Conceptual Framework Approach

136

Provides a way of identifying, evaluating and addressing threats to compliance with 
the rules resulting from a specific relationship or circumstance that is not otherwise 
specifically addressed in the code.



137

AICPA 
Disciplinary Actions



AICPA Disciplinary Actions
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* Includes 120 and 133, respectively, deferred due to pending litigation
** Includes 122 and 120, respectively, deferred due to pending litigation



AICPA Disciplinary Actions
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Summary of Disposition of Completed Cases 2016 2015

Expelled or Suspended 162 75

Admonished 33 25

Corrective Action Required 149 120

No Violation/Dismissed 43 43

No Further Action 152 100

Subsequent Monitoring Completed Satisfactorily 30 33

Other 14 17

Total 583 413



Case #1 
Improper Modification of Audit Documentation
Actions
• Partner made and directed additions and alterations to workpapers in the audit 

files of 15 broker-dealer audits subsequent to applicable documentation 
completion dates and after learning of an upcoming PCAOB inspection

• Concealed modifications by setting back the clocks on the computers to dates 
before the documentation completion dates

• Modifications included changes to documentation for procedures performed 
during the audit, but also for procedures performed after the completion date

Consequences
• AICPA Membership: Terminated
• PCAOB barred him from being an associated person of a registered public 

accounting firm; after five years, he may petition for consent to associate with a 
registered public accounting firm

• PCAOB imposed a civil money penalty in the amount of $30,000
• Reached a settlement agreement requiring admission of guilt
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Case #2 
Failure to Identify Fraud
Actions
• Two CPAs, serving as auditors for an investment company, violated PCAOB auditing 

standards by their failure to:
– Act with due professional care and exercise professional skepticism
– Obtain sufficient appropriate audit evidence
– Prepare proper audit documentation 

• As a result of these violations, they failed to identify a $16 million misappropriation 
of funds by the investment company’s fund manager and registered investment 
advisor. 

Consequences
• AICPA Membership: Suspended for two years.
• Reached a settlement agreement requiring no admission of guilt.
• May not prepare/review public company financial statements that file with the SEC 

for several years.
• CPA #1 is still an engagement partner at the accounting firm, but not longer. 

responsible for audits of registered investment companies.
• CPA #2 was an audit manager but has left the accounting firm.
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Case #3 
AICPA Code of Professional Conduct Violations
Actions
• Related to an audit of the financial statements of an employee benefit plan.
• Rule 201 – General Standards, A. Professional Competence - The auditor undertook 

an engagement that he could not reasonably expect to complete in accordance with 
professional standards.

• Rule 202 – Compliance with Standards - Failed to obtain sufficient appropriate 
audit evidence to support audit opinion.

• Rule 203 – Accounting Principles  - Improper classifications and missing financial 
statement disclosures.

Consequences
• AICPA Membership: Suspended for two years.
• Reached agreement requiring no admission of guilt.
• 18 hours of specified continuing professional education (CPE) courses.
• An outside party must perform a pre-issuance review of the reports, financial 

statements, and working papers on five engagements performed by him during the 
following year.

• Prohibited from serving as a member of any ethics/peer review committee of the 
AICPA or teaching AICPA CPE courses until he has completed all directives. 
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Fraud Basics



Defining Fraud

• Fraud - A knowing misrepresentation of the truth or 
concealment of a material fact to induce another to act to 
his or her detriment.1
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1Bryan Garner, ed., Black’s Law Dictionary. 8th Ed. (2004), s.v., “fraud.”



Types of Fraud

• Internal Fraud (Occupational Fraud)
– Employee commits fraud against his/her employer

• External Fraud
– Dishonest vendors
– Dishonest customers

• Fraud Against Individuals
– Identity theft
– Ponzi schemes
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The Fraud Triangle

• Model of the three components that drive fraud 
• Developed by criminologist Dr. Donald Cressey
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Pressure

Opportunity

Rationalization



The Fraud Triangle
Ted Talk - How people rationalize fraud - Kelly Richmond Pope 
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The Fraud Triangle

An organization CANNOT control individuals’ needs, pressures, motivations 
or rationalizations.
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Pressure
External Influences

Opportunity
Process & Controls

Rationalization
External Influences

However, an organization 
CAN control opportunities for 
fraud to be perpetrated by 
having the necessary 
controls and monitoring 
activities to effectively limit 
and/or remove opportunities. 



Types of Financial Fraud
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•Theft or misuse of an organization’s assets
•Skimming revenues, stealing inventory, payroll 

fraud

Asset 
Misappropriation

•Purposeful misreporting of financial 
information that is intended to mislead those 
who read it

•Overstating revenue, understating liabilities or 
expenses

Financial 
Statement Fraud

• Wrongfully using influence in a business 
transaction in order to procure some benefit for 
themselves or another person, contrary to their 
duty to employer or the rights of another

• Accepting kickbacks, conflict of interest

Corruption



Fraud Statistics
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Asset Misappropriation

Financial Statement Fraud

Corruption

Source: ACFE Fraud Tree based on data from the 2016 Report to the Nations on Occupational Fraud and Abuse

http://www.acfe.com/rttn2016.aspx
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Ethics in the News
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THE DAILY NEWS
THE ACCOUNTANT’S FAVORITE NEWSPAPER Since 2017

Jury Says No to ‘Pharma Bro’
Key Facts
• Martin Shkreli, former CEO of Turing

Pharmaceuticals, became well known in 2015 for
raising the price of the anti-infection drug
Daraprim by 5,000%.

• August 2017 – Shkreli was convicted of
defrauding investors in two hedge funds that he
ran years before he gained fame. Prosecutors
stated that Shkreli used fake account statements
to conceal trading losses from his investors.
However, they said he paid his investors back
with stock or cash from Retrophin, his prior drug
company.

• The defense argued that Shkreli’s statements to
investors were made in good faith and that no
investors lost money.

• He was found guilty of securities fraud in
connection with his two hedge funds and
conspiracy to commit securities fraud related to
a Retrophin stock scheme, in which he tried to
quietly control a large portion of Retrophin
stock.

• He was acquitted of five conspiracy counts,
including conspiracy to steal from his old drug
company, Retrophin.



Bernie Madoff
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https://www.amazon.com/dp/B01BGJ4SV0/ref=nav_timeline_asin?_encoding=UTF
8&psc=1

https://www.amazon.com/dp/B01BGJ4SV0/ref=nav_timeline_asin?_encoding=UTF8&psc=1
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THE DAILY NEWS
THE ACCOUNTANT’S FAVORITE NEWSPAPER Since 2017

The CAT’s Out of the Bag
Key Facts
• Caterpillar has been under scrutiny for

years by the government for potentially
failing to comply with U.S. tax and
financial reporting rules in an effort to
keep its stock price high.

• Caterpillar avoided reporting on billions
of dollars it brought to the U.S. from its
Swiss units and affiliates. The company
has returned an estimated $7.9 billion in
funds structured as loans that it did not
report for tax or accounting purposes. It
is estimated that the company cut its tax
bill by $2.4 billion over 13 years.

• Multinationals like Caterpillar face a
35% tax rate in the U.S., steeper than the
prevailing rates in most other developed
economies. However, they are permitted
to defer the taxes owed on the profits
generated offshore until they bring those
earnings back to the U.S.
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Why Do They Do It?



Why Do They Do It?

By: Eugene Soltes

Harvard business professor Eugene Soltes 
is on a years-long quest to discover why top-
flight executives become white-collar 
criminals. His conversations with close to 
50 convicted criminals so far have led to 
insights on hubris and humility — not just in 
them but in all of us.
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Carozza, Dick. “Why Do They Do It? Inside the Mind of the White-Collar Criminal.” Fraud Magazine. 

Why They Do It: Inside the Mind of the White-Collar Criminal



Why Do They Do It? 

• Stephen Richards, former executive at Computer Associates
– Inflated quarterly earnings by helping to backdate contracts that clients 

signed after the quarters officially ended
– Customers would wait until the last minute to try to get the best deals, 

which created pressure at the end of each month to hit targets
– Richards’ team would prepare impending contracts with a date stamp 

and leave the signature box blank
– Richards considered it to be a subtle reinforcement to the customer that 

something needed to happen by a certain date
– SEC calculated that from January 1, 1998 through September 30, 2000, 

Computer Associates prematurely recognized more than $3.3 billion in 
revenue

“This is nothing more than a timing issue…I didn’t feel that I was doing anything wrong.”
– Stephen Richards, former executive at Computer Associates
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Why Do They Do It?

• What causes you to brake?
– Police
– Accident
– “Friendly” reminder from spouse

• Executives, like freeway drivers, need to experience some type of 
dissonance to stimulate a reevaluation of their initial judgments

• It takes some kind of uncomfortable dissonance – an external 
influence or event that conflicts with your intuition – to motivate a 
behavioral change
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“When the CEO is in the room, directors – even independent directors 
– tend to want to try to please him… The board would give me 
anything I wanted. Anything.”  – Dennis Kozlowski, former Tyco CEO



Why Do They Do It?

• Ben Horowitz, venture capitalist in Silicon Valley
– Hired a CFO who advised him to set his company’s stock option price at 

the low during the month it was granted due to its favorable result for 
employees

– Before implementing the plan, Horowitz consulted with his general 
counsel, who told him there was no way the practice was legal

– Two years later, the CFO was charged with tax evasion related to the 
fraudulent backdating at her previous job 

– Horowitz avoided prison, but not because he had a better moral 
compass, was a more authentic leader or had better values – reasons 
we typically associate with why people don’t commit fraud. It had more 
to do with being a humble leader and anticipating where he might 
potentially be compromised.
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Why Do They Do It?

Key Takeaways
• Failed to see the personal and professional consequences 

because they did not feel their decisions were harmful to 
themselves or others

• Individuals should aim to surround themselves with people of 
diverse backgrounds and viewpoints to create opportunities for 
uncomfortable dissonance
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“If we humbly recognize that we might not always even notice the choices that will lead us 
astray, we are more likely to develop ways to identify and control these decisions. But it’s only 
when we realize that our ability to err is much greater than we often think it is that we’ll begin 
to take the necessary steps to change and improve.” – Eugene Soltes



QUESTIONS?
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Lunch Break

December 6, 2017
Wi-Fi password:  SDOWNS17
(Westin_Conference)
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Jack’s 
Gadgets

Jack Wolford
Chief Information Officer



2017 State and Local Tax Update

Timothy D. Adams
Tax Shareholder



PA Tax Update - H.B. 542

• Appeals to Department of Revenue and 
Board of Finance and Revenue
– Petitions for reassessment due 60 days after 

mailing notice
– Petitions for review of tax adjustment due 60 

days after mailing notice
– Petitions for review to Board of Finance and 

Revenue due 60 days after Board of Appeals 
mailing date

– Effective December 29, 2017
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PA Tax Update - H.B. 542

• Sales Tax
– Technical Support Services

• H.B. 542 revised language from Act 84 that 
subjected certain support services to sales/use tax

• Effective immediately, help desk and technical 
support services to canned software are not subject 
to tax if separately invoiced
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PA Tax Update - H.B. 542

• Sales Tax
– Legislation added an exemption for beer kegs 

as a packaging material
– Consumer fireworks are legal in the 

Commonwealth and subject to a 12% 
consumer fireworks tax, in addition to the 
state and local sales tax

167



PA Tax Update - H.B. 542

• Sales Tax
– Remote Seller, Marketplace Facilitator, 

Referrer Reporting Requirements Enacted
• Remote Sellers with $10,000 in PA sales during 

prior calendar year required to:
– Collect and remit sales tax or;
– Comply with notice and reporting requirements
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PA Tax Update - H.B. 542

• Remote Seller Reporting
– A remote seller is a person that does not 

maintain a place of business in PA, but makes 
retail sales of tangible personal property 
subject to sales/use tax

– Remote seller must make election by March 1, 
2018 (June 1 in subsequent years)

– If an election is not made, it is presumed the 
seller is complying with the notice and 
reporting requirements
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PA Tax Update - H.B. 542

• Notice and Reporting Requirements
– Post notice on forum (website) that sales/use tax 

may be due on purchases
– PA may require the consumer to file a use tax 

return
– State that notice is required by PA statute
– Provide written notice, on invoice or order forms, to 

purchaser at time of sale that sales tax is not 
being collected

– Inform purchaser that it may be required to remit 
use tax directly to PA

– Provide instructions so purchaser can obtain 
information on PA use tax obligations and 
procedures
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PA Tax Update - H.B. 542

• Notice and Reporting Requirements
– By January 31st of each year, provide a written 

report to each purchaser, including the 
following information:

• A statement that sales tax was not collected and 
purchaser may owe use tax

• A list of purchases including date, type and price of 
each product

• Instructions for the consumer to obtain additional 
information on PA use tax

• A statement that remote seller is required to submit 
a report to PA DOR, including purchaser’s name and 
total purchases
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PA Tax Update - H.B. 542

• Notice and Reporting Requirements
– By January 31st of each year, provide a written 

report to PA DOR, including the following 
information:

• Purchaser’s name
• Purchaser’s billing and/or mailing address
• Aggregate dollar amount of purchaser’s purchases
• Name and address of remote seller
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PA Tax Update - H.B. 542

• Notice and Reporting Requirements
– Remote sellers that do not comply with the law 

are subject to penalty of the lesser of $20,000 
or 20% of total sales in Pennsylvania
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PA Tax Update - H.B. 542

• Net Operating Loss (NOL) deduction
– $5 million cap removed
– For taxable years after December 31, 2017, 

35% of taxable income
– For taxable years after December 31, 2018, 

40% of taxable income

174



PA Tax Update - H.B. 542

• Personal Income Tax
– Contributions to an ABLE account are now 

deductible
• Earnings, distributed and undistributed, are exempt 

from PIT

– Certain charitable checkoff funds are made 
permanent (Wild Resource Conservation Fund, 
Organ and Tissue Donation Awareness Fund, 
etc.)
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PA Tax Update - H.B. 542

• Personal Income Tax
– Entities making rent and royalty payments on 

PA property to a nonresident over $5,000 
must withhold PIT on payments

– Businesses that use out-of-state independent 
contactors in PA for work over $5,000 must 
withhold PIT

– Electronic filing of 1099-MISC forms for all 
employees and classes required of PA 
businesses
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Sales & Use Tax Bulletin 2017-01

• Review of Large and Complex Refund 
Requests
– Large refund requests will be referred for field 

audit by the Department
– Audit will cover at least the same periods in 

the refund petition
– Referral to field audit at discretion of PA DOR
– Refunds of $100,000 or more at risk
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SUT-17-002 Information Retrieval

• On May 17, 2017, the PA DOR issued a letter 
ruling stating that certain information retrieval 
products are subject to tax.
– Taxpayer sold subscriptions to internet-based 

research services, i.e., CCH, Lexus Nexus, etc.
– PA DOR determined that information retrieval 

products were taxable, since they included: a 
license to electronically access and use canned 
computer software; and the right to access 
tangible personal property

– The enforcement date of this letter ruling is August 
3, 2017
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Pennsylvania Tax Update

• Corporate Income Tax
– Pennsylvania Supreme Court issued decision 

Nextel v. Commonwealth
• NOL carryover deduction limited to greater of 12.5% 

of taxable income or $3 million (for 2007 tax year).
• Argument was that the cap was unconstitutional.
• Supreme Court agreed because the cap created two 

classes of taxpayers: those with taxable income up 
to the cap that could reduce their taxable income to 
$0  through the NOL deduction and; those with 
taxable in excess of the cap that could not reduce 
their taxable income to $0.

• The flat dollar amount cap was severed and the 
percentage cap was retained.
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Pennsylvania Tax Update

• Corporate Income Tax (cont’d)
– Beginning with amended reports filed after 

December 31, 2016, taxpayers will have three 
years from the due date of the original 
corporate tax report to file an amended report. 
The Department will have one year from the 
date the amended report is file to notify the 
taxpayer if the changes are accepted. If the 
taxpayer is not notified within one year, the 
report is deemed accepted.
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Pennsylvania Tax Update

• Personal Income Tax
– No significant changes in personal income tax 

law, but the following may be of interest:
• If PA taxable wages per the taxpayer’s W-2 do not 

agree with Medicare wages, the Department may 
request a reconciliation of the difference.

• Request for paper copy of W-2 if PA tax withheld per 
PA-40 does not equal 3.07% of taxable wages.

• Denial of claim for unreimbursed employee 
business expenses if Departments determines that 
the deduction is significant in comparison to the 
taxpayer’s gross compensation.
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Pennsylvania Tax Update

• Personal Income Tax (cont’d)
– Follow-up inquiries or denial of expenses 

reported on Schedule C for:
• Advertising
• Vehicle-related expenses
• Meals and entertainment
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Ohio Tax Update

• 2018-2019 Budget Bill (H.B. 49)
– 2018 Tax Amnesty Program

• Will run from January 1, 2018 through February 15, 
2018.

• Eligible taxes include: individual state and school 
district income tax; state and school district 
employer withholding tax; pass-through entity tax; 
sales tax; use tax; commercial activity tax; financial 
institutions tax; cigarette or other tobacco products 
tax; and alcoholic beverage taxes.

• Department offering full abatement of all penalties 
and charging only half interest.
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Ohio Tax Update

• 2018-2019 Budget Bill (H.B. 49) (cont’d)
– Personal Income Tax

• Extended the Business Income Deduction of 100% 
of business income up to $250,000 and flat 3% tax 
on excess business income.

• Reduced the number of tax brackets from 9 to 7, 
eliminating the bottom two brackets applicable to 
nonbusiness income.  Taxpayers with income of 
$10,500 or less will have no tax liability.

• The maximum deduction per beneficiary of a college 
or disability savings account was increased from 
$2,000 to $4,000 for tax years beginning on or 
after January 1, 2018.    
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Ohio Tax Update

• 2018-2019 Budget Bill (H.B. 49) (cont’d)
– Municipal Net Profit Tax

• Elimination of the “throwback” rule for sourcing sales 
to a municipality for tax years beginning on or after 
January 1, 2018.

• Election to participate in centralized filing through the 
Ohio Department of Taxation.

– For tax years beginning on or after January 1, 
2018, businesses can file a single return with the 
DOT rather than filing returns with each individual 
municipality in which they conduct business.

– The DOT will also collect and distribute annual 
and quarterly tax payments, and handle appeals 
and audits.
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Ohio Tax Update

• 2018-2019 Budget Bill (H.B. 49) (cont’d)
– Sales and Use Tax

• Beginning January 1, 2018, remote sellers with 
“substantial nexus” with Ohio will be required to 
collect and remit use tax.  Applicable if:

– Using in-state software to sell or lease tangible 
personal property or services.

– Gross receipts over $500,000 sourced to Ohio 
in current or preceding calendar year.

• Sales tax holiday from Aug. 3-5, 2018 for the sale of 
clothing priced at $75 or less and school supplies 
and instruction materials priced at $20 or less.

186



Others

• Rhode Island
– Tax amnesty program running December 1, 2017 

through February 15, 2018. Under the terms of the 
program, all penalties will be waived. Interest is 
computed under the normal provisions, but will be 
reduced by 25%.

• Eligible taxes: corporate income tax; estate tax; fiduciary 
income tax; personal income tax; sales tax; use tax; cigarette 
and tobacco products tax; and employer taxes.

• Texas
– The Comptroller of Public Accounts must establish a tax 

amnesty program pursuant to S.B. 1, effective 
September 1, 2017.

• Dates to be determined, put program will provide for waiver of 
penalty or interest, or both. 
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Revenue Recognition

Adam J. Goode, CPA
Senior Manager, Audit and Assurance Services



Agenda

• Brief reminder of the basics

• Common implementation issues

• 6 questions to ask yourself
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https://www.liveslides.com/download
https://www.polleverywhere.com/multiple_choice_polls/NzDzHWOdWOFtv86


A Theory Based 5-Step Model
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Step 1 -
Identify 

contracts with 
a customer

Step 2 -
Identify the 

performance 
obligations in 
the contracts

Step 3 -
Determine the 

transaction 
price

Step 4 -
Allocate the 
transaction 
price to the 

separate 
performance 
obligations

Step 5 -
Recognize 

revenue when 
the entity 

satisfies each 
performance 

obligation



Effective Dates and Adoption

Effective Dates:
• Public entities - 2018 
• Nonpublic entities - 2019

Adoption Methods:
• Retrospective (restate the face) OR;
• Modified retrospective (disclose prior-year impacts 

in footnotes)
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Example Step 1 Implementation Issues
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Identify
contracts

with a 
customer

Modifications Change
Orders



Example Step 2 Implementation Issues
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Identify the 
performance 

obligations

Warranties Design
and Build Maintenance

Installation Future
Discounts

Upfront
Fees

Loyalty
Programs

Custodial
Services



Example Step 3 Implementation Issues
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Determine the 
transaction 

price

Volume
Rebates

Discounts Coupons

Right of
Return

Performance
Bonuses

Price
Protection

Guarantees Financing



Example Step 4 Implementation Issues
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Allocate the 
transaction 

price

Allocating
Observable

Price

Allocating
Unobservable

Price

Allocating
Discounts



Example Step 5 Implementation Issues
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Recognize
revenue

Customized
Product Transportation

Payment
Terms

Stand
Ready

Obligation

Specified
Quantity



Implementation Issues by Industry

Step 1 Step 2 Step 3 Step 4 Step 5

Technology & Software

Transportation & Logistics

Manufacturing

Construction & Engineering

Natural Resources

Retail

Healthcare

Not-for-Profit
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Message to Our Clients
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ARE YOU 
READY FOR 

THIS?



6 Key Questions To Ask
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Internal Control
How have the internal controls 
over revenue changed?  Do 
you have new key controls?   

Disclosure
Do you understand the new 
requirements and do you have 
all information needed for 
disclosure? 

Assessment
What have you done to 
prepare for the accounting 
standard adoption?  What 
have you documented to 
support your analysis? 

Technology
How has your existing 
software or technology 
changed?  Do you have new 
systems or technology? 

Adoption Method
What method of retrospective 
adoption are you choosing?  
Will journal entries be 
recorded as of 1/1/19?   

Contract Review
How many contracts were 
reviewed to reach your 
conclusions?  What 
percentage of revenue does 
that cover?   



https://www.liveslides.com/download
https://www.polleverywhere.com/multiple_choice_polls/mWM7MfF38kaLrrv


202

THANKS!
Adam J. Goode, CPA

agoode@schneiderdowns.com
www.linkedin.com/in/AdamGoodeCPA

(412) 697-5411

mailto:agoode@schneiderdowns.com
http://www.linkedin.com/in/AdamGoodeCPA


Side Notes:  What’s On Your Mind

Derek Eichelberger, CFP , CFA  Director of 
Investment Strategy

Schneider Downs Wealth Management Advisors

®®



Cyclically Adjusted Valuations Are Elevated
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Current Valuations, On Average, Have 
Produced Modest Future Returns 

204



Traditional 60/40 Investing May Fall Short 

205



AQR Disclosures
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AQR Disclosures
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Stone Ridge Disclosures
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Stone Ridge Disclosures
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General Disclosures
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• Any performance data represents past performance and should not be considered indicative of future results. Principal value and investment returns 
will fluctuate, and an investor’s shares/units when redeemed will be worth more or less than the original investment.  Stocks, mutual funds, and 
variable annuity/life products are not FDIC-insured, may lose value and are not guaranteed by a bank or other financial institution.  Investment in 
securities involves investment risks including possible loss of principal and fluctuation in value.

• The information contained in this report was obtained from various sources, including, Morningstar.  Although the information has been gathered 
from sources believed to be reliable, complete accuracy cannot be guaranteed.  This information should be relied upon when coordinated with 
individual professional advice.

• The illustration does not reflect the deduction of Schneider Downs Wealth Management’s advisory fee.  Your returns will be reduced by the advisory 
fees and any other expenses you may incur in the management of your investment advisory accounts. For example, if you invest $100,000 and assume 
a gross annualized return of 4% in 10 years the value of your account would be approximately $148,000.  If you invest that same $100,000, assume a 
4% annualized return and a 1% annual advisory fee, then in 10 years the value of your account would be approximately $134,000.

• SD Wealth Management’s investment advisory fees are described in more detail in our ADV Part 2A. 

• Any performance results shown do not represent the results of actual trading using client assets.  Results were achieved by means of retroactive 
application of a model designed with the benefit of hindsight.  

• Results do not reflect the reinvestment of dividends and material market or economic conditions may affect the results portrayed. 

• Please note, SD Wealth Management does not prepare or distribute performance information relating to the investment performance of the firm or its 
advisory clients.  The information provided in this proposal is for illustrative purposes and should not be construed as performance of SD Wealth 
Management or any of our advisory clients.   

• This document is meant for illustrative purposes only.  Please note the funds shown in the SDWMA Investment Solution section may differ then the 
funds actually utilized in your account. 



Lease Accounting Updates 
and SimpLEASE Accounting

Shane M. Gastecki, Senior Manager
Jason Reljac, Manager



Overview and Background

• Accounting Standard Update 2016-02 – The result of a joint 
project by the Financial Accounting Standards Board (FASB) 
and the International Accounting Standards Board (IASB)

• The goal of the new standards - transparency and 
comparability
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Scope and Definition of a Lease

• The new standard applies to leases of all 
identified assets except:
– Leases of inventory, assets under construction, 

intangible assets and biological assets, including timber
– Leases to explore for or use minerals, oil, natural gas, 

and similar non-regenerative resources

• A contract is or contains a lease if it conveys the 
right to control the use of an identified asset 
(property, plant or equipment) for a period of time 
in exchange for consideration
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Scope and Definition of a Lease (Cont.)

Non-Lease Components
• Identified and accounted for separately under other 

applicable Generally Accepted Accounting Principles 
(GAAP). Examples of non-lease components include:
– Maintenance services
– Common area maintenance
– Property taxes and insurance (if fixed)

• Lessees allocate consideration in the contract to lease and 
non-lease components, on a relative standalone price 
basis, unless practical expedient is elected

• PRACTICAL EXPEDIENT - Lessees can make a policy election 
(by class of underlying asset) to account for each lease 
component and its related non-lease component as a single 
lease component
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Scope and Definition of a Lease (Cont.)

Lease Term and Lease Payments
• Lease term includes any non-cancelable periods, and any renewal

periods “reasonably certain” to exercise

• Lease payments consistent with the lease term determination

* Include only if reasonably certain of exercise
**  Include unless reasonably certain not to be exercised

• Reasonably certain is a high threshold for including optional periods
(e.g., options to extend or terminate a lease)

• Reasonably certain = reasonably assured (prior guidance)
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Lease Classification

• At lease commencement, a lessee and a lessor classify a lease using the 
following criteria:
1. The lease transfers ownership of the underlying asset to the lessee by end 

of the lease term
2. The lease grants the lessee an option to purchase the underlying asset 

that the lessee is reasonably certain to exercise
3. The lease term is for the major part of the remaining economic life of the 

underlying asset*
4. The present value of the sum of the lease payments and any residual value 

guaranteed by the lessee that is not already reflected in the lease 
payments equals or exceeds substantially all of the fair value of the 
underlying asset

5. (New criterion) The underlying asset is of such a specialized nature that it 
is expected to have no alternative use to the lessor at the end of lease term

• A lease that does not meet any of the criteria is an operating lease
• A lease that meets any of the criteria is a finance lease

*  Not applicable for leases that commence at or near the end of the underlying asset’s economic life
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Lease Classification (Cont.)

• Short-term lease exemption
– Lease term of 12 months or less and no purchase option that the lessee is

reasonably certain to exercise
– Accounting policy election, by class of underlying asset
– Do not recognize lease assets or liabilities
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Financial Reporting Considerations

Finance lease Operating lease

Initial recognition and 
measurement

Initially measure the right of use (ROU) asset 1 and lease liability at the present value of the lease 
payments not yet paid

Subsequent 
measurement 
– lease liability

Use the effective interest method using the 
discount rate determined at lease 
commencement 2 to recognize interest expense 
and reduce the lease liability for the payments 
made

Measure the lease liability at the present value of the 
remaining lease payments using the discount rate 
determined at lease commencement 2

Subsequent 
measurement  
- ROU asset

Amortize the ROU asset, generally on a straight-line 
basis, over the shorter of the lease term of its 
useful life; and record any impairment of the ROU 
asset

Measure the ROU asset at the amount of the lease 
liability and adjust for cumulative prepaid or accrued rents 
(i.e., uneven rent payments), any lease incentives 
received, lessee initial direct costs; and record any 
impairment of the ROU asset

Income statement
effect

Generally “front-loaded” expense 

Interest expense and amortization expense are 
recorded and presented separately

Generally straight-line expense

A single lease expense is recognized

1 Initial measurement of ROU asset also includes the lessee’s initial direct costs and prepayments made to the lessor less lease incentives received from the lessor
2 As long as a reassessment has not occurred.
1 Initial measurement of ROU asset also includes the lessee’s initial direct costs and prepayments made to the lessor less lease incentives received from the lessor
2 As long as a reassessment has not occurred.
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Financial Reporting Considerations (Cont.)

ROU asset Lease liability

 Lease ROU asset can be presented separately or
together with other assets

 If not presented separately, disclose the line item
where they are presented and the amount of lease
ROU assets

 Finance lease ROU assets are prohibited from
being presented in the same line item as operating
lease ROU assets

 Lease liabilities can be presented separately or
together with other liabilities

 If not presented separately, disclose the line item
where they are presented and the amount of lease
liabilities

 Finance lease liabilities are prohibited from being
presented in the same line item as operating lease
liabilities
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Financial Reporting Considerations (Cont.)

Income statement Statement of cash flows
Finance lease:
 Lease-related interest expense and amortization 

of the ROU assets are presented in a manner 
consistent with how the entity presents interest 
expense and depreciation or amortization of 
similar assets

Operating lease:
 Lease expense is included in income from 

continuing operations

Finance lease:
 Principal portion of payments are financing 

activities
 Interest portion of payments in accordance with 

ASC 230, Statement of Cash Flows

Operating lease:
 All lease payments are operating activities, except 

those payments made to bring an asset to the 
condition and location necessary for its intended 
use, which are investing activities

Both lease types:
 Lease payments for short-term leases and variable 

lease payments (not included in the lease liability) 
are operating activities 

 Supplemental non-cash disclosure of new leases
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Financial Reporting Considerations (Cont.)
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Lessee Accounting Example -
Difference in Expense Recognition
A lessee enters into a five-year agreement to make the following payments
each year:

The organization assumes a 7% discount rate for the calculation of the present
value of the future payments. There are no renewal periods, purchase options,
or other factors to take into consideration for the initial measurement of the
present value of future lease payments.

Calculation of the present value of future lease payments = $792,353
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Lessee Accounting Example -
Difference in Expense Recognition (Cont.)

The example below shows the subsequent accounting and impact to the expense recognition 
for each lease:

A - The effective-interest 
method is used to calculate 
the lease liability, regardless 
of the type of lease.

B - Amortization is on a 
straight-line basis (similar to 
other nonfinancial assets).

C - For operating leases, only 
straight-line lease expense is 
recognized each year.
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Financial Statement Impact

• The changes brought about by this new ASU could also have 
a significant impact on many metrics that organizations use.  
A few metrics that could be affected are listed below.

• Discuss with all stakeholders the impact that these changes 
will have and how agreements should be amended or 
redefined in order to better align with operational and 
reporting needs.

Metric Definition
Leverage Ratio Debt/Equity

Current Ratio Current Assets/Current Liabilities

Debt to EBITDA Debt/EBITDA

Return on Assets Net Income/Total Assets
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Lessor Accounting and Other 
Considerations

Lessor Accounting:
• Will not significantly change
• Three types of leasing arrangements will continue to be in

effect for lessors:
– Sales-type leases
– Direct financing leases
– Operating leases

Sale and Leaseback Transaction Considerations
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Effective Date and Transition

• Standard is applied as of the beginning of the earliest
comparative period presented in the financial statements

• Lessees and lessors are required to adopt the new
standard using a modified retrospective transition approach
– Certain transition relief is available

• Certain disclosures are required in accordance with ASC
250, Accounting Changes and Error Corrections

*  Public business entities, not-for-profit entities that have issued, or are conduit bond obligors for, 
securities that are traded, listed, or quoted on an exchange or an-over-the-counter market, and employee 
benefit plans that file or furnish financial statements with or to the SEC.
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Effective Date and Transition (Cont.)

• All entities may elect to apply all of the following practical
expedients (elected as a package and applied to all leases)
not to reassess:
– Whether contracts are or contain leases
– Lease classification
– Initial direct costs (i.e., whether those costs would have

qualified for capitalization under the new leases standard)
• All entities can also elect for all leases to (1) use hindsight in

determining the lease term when considering lease options
to extend or terminate the lease and to purchase the
underlying asset and (2) assess impairment of ROU assets
– Election could be made separately or in conjunction with the

package of practical expedients above
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Proposed Accounting Updates

• Proposed Accounting Standards Update—Leases (Topic 
842): Land Easement Practical Expedient for Transition to 
Topic 842

• Proposed Accounting Standards Updates—Technical 
Corrections and Improvements to Recently Issued 
Standards:II. Accounting Standards Update No. 2016-02, 
Leases (Topic 842)
– Includes proposed technical corrections and improvements to 

16 specific identified issues in implementation
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Think about the last 20 minutes…

Lots of things to keep track of…

Lots of little decisions with long-term impact…

One more thing to worry about at month-end…





Lease Accounting Software 
Made Simple

Lessees can easily manage
leases with a web-based

software solution
developed by accountants



Basic Process

SAVE 
LEASE 

DETAILS

LEASE 
WIZARD

To 
determine 
Financing 

or 
Operating

OPERATING
SCHEDULE 
CREATED

INTERNAL 
REVIEW

With optional 
and 

customizable 
signoff

SEND TO
3RD PARTY
SYSTEM(S)

NO

YES

FINANCE
SCHEDULE 
CREATED

LEASE
WIZARD

To 
determine 

if 
capitalized

CAPITALIZE

REPORTING
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Easy to Use Wizard Process
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More Than Just Accounting
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Final Results



2017 Innovation Award

• Recipient – 2017 Innovation Award
• Pittsburgh Business Times
• Recognizing “extraordinary advances” in “creating 

new products that challenge traditional approaches”
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Questions?
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Contact Information

Shane M. Gastecki, CPA
Audit Senior Manager

Schneider Downs & Co., Inc.
One PPG Place, Suite 1700

Pittsburgh, PA  15222
(412) 697-5498

sgastecki@schneiderdowns.com

Jason Reljac
Manager

Schneider Downs & Co., Inc.
One PPG Place, Suite 1700

Pittsburgh, PA  15222
(412) 697-5483

jreljac@schneiderdowns.com

239

mailto:sgastecki@schneiderdowns.com
mailto:jreljac@schneiderdowns.com


The Hazards of Phishing

Eric Wright – Shareholder



Not This Kind of Fishing
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Who Am I?

• Technology Advisors Shareholder 
• CPA (Certified Public Accountant)
• CITP (Certified Information Technology Professional)
• Started my career at Schneider Downs in 1983
• IT Audit Chair for PICPA
• Experience in delivering IT Audit, IT Security Services, Penetration 

Testing and Vendor Risk Management services to a variety of 
industries, including dealers

• Responsible for product delivery, client satisfaction and quality 
control

• BS Degree in Computer Science and Mathematics from 
Waynesburg University
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Agenda

• Phishing and Ransomware
• Helpful security tips
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What is Phishing and Why Should I Care?

• Phishing is the attempt to obtain sensitive 
information, often for malicious purposes, 
by disguising one’s self as a trustworthy 
entity as part of an electronic 
communication.

• Over 1.2 million phishing attacks were 
launched in 2016, according to The Anti-
Phishing Working Group’s Trend Report.
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Three Ways that Phishing Succeeds

246

1. Download of malicious software via an attachment
– Allows the attacker to install malware that 

tracks keystrokes and obtains screenshots
– Can also “sniff” the network and provide 

additional information the attacker can exploit 
beyond the infected workstation

2. Following a link to a “spoofed” site and entering 
credentials
– Online banking credentials
– Webmail (typically the same as network) 

credentials
3. Following a link to a malicious website that exploits 

browser vulnerabilities



Ransomware

• In 2016, sending phishing emails with 
ransomware attached was the most 
popular scheme deployed by hackers to 
separate you from your money.

• According to Symantec, one in every 131 
emails contains malware or ransomware.

• On average, 30 percent of phishing emails 
get opened. Most marketers would kill for 
that open rate.
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• Disguising malicious attachments such, as fake invoices, 
remains the most popular tactic for tricking users into opening 
phishing emails.



Ransomware Facts

• A study by Datto found that ransomware 
demands ranged from $500 to $2,000. 

• The average ransomware demand has 
increased to $1,077.

• Most victims face at least two days of 
downtime.
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Ransomware Facts

• IBM Security found that 70 percent of 
business victims paid the ransom in 2016.

• Of those who paid, 50 percent paid more 
than $10,000. One in every five victims 
was extorted for more than $40,000.

• 20 percent of those who paid the ransom 
never had their files restored.
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Other Types of Phishing Attacks

• The second most popular phishing 
scheme is focused on stealing ones 
credentials.

• Once credentials have been secured the 
fun is just beginning as hackers try to 
obtain highly privileged credentials in 
order to gain access to sensitive 
information.
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Top 10 Phishing Credential Lures of 2016
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Phishing:  What to Consider
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TO: 
 Don’t recognize 

others on list
FROM:
 Don’t recognize 

sender
 Suspicious domain

Date:
 Sent at unusual or 

unexpected time

Subject:
 Vague, unusual or 

not in reply

Content:
 Irrelevant or 

unexpected
 In reply to 

something never 
sent

Attachments:
 Unexpected or 

possibly dangerous 
file type

Grammar:
 Look for grammar 

or punctuation 
mistakes



What Should You Do?

• Verify the sender. Check the sender’s email 
address to make sure it’s legitimate. If it appears 
that your company’s help desk is asking you to 
click on a link to increase your mailbox quota but 
the sender is “HelpDesk@yahoo.com,” it’s a 
phishing message.

• Don’t be duped by aesthetics. Phishing emails 
often contain convincing logos, links to actual 
company websites, legitimate phone numbers 
and email signatures of actual employees. 
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What Should You Do?

• Never, ever share your password. Your 
password is the key to your identity, your data 
and your colleagues’ data. It is for your eyes 
only. Your help desk or IT department should 
never ask you for your password.

• Avoid opening links and attachments from 
unknown senders. Get into the habit of typing 
known URLs into your browser. Don’t open 
attachments unless you’re expecting a file 
from someone. 
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What Should You Do?

• When you’re not sure, call to verify. 
Cybercriminals often spoof addresses to convince 
you that they’re legitimate; then request that you 
perform an action such as transferring funds or 
providing sensitive information. 

• Don’t talk to strangers!  Receive a call from 
someone you don’t know?  Are they asking you to 
provide information or making odd requests? 
Hang up the phone.

• Be careful what you post on social media.  Less is 
better.
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What Should You Do?

• Configure your email spam filter to block the 
execution of dubious files with extensions, 
like .exe, .vbs, .src, etc.

• Consider disabling firewall port 3389, which 
is used by RDP (Remote Desktop Protocol).

• Develop and make sure you test your incident 
response plan.

• If victimized, do not pay the ransom without 
guidance from an expert or law enforcement 
authorities.
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What Should You Do?

• Educate your users on what to look for.  

• Make sure you backup your systems and test 
the restorability of your backups.

• If backing up disk-to-disk, make sure your 
backup disk is on a separate domain or 
detached from your network.

• Patch your operating systems and browsers.

• Make sure your malware and antivirus “def” 
files are up to date.
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Weakest Link
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Other Helpful Hints

• With the holidays upon us, we need to be 
careful of emails that make offers that are too 
good to be true, or warn that orders were not 
able to be delivered or have problems.

• Be careful of new ransomware attacks 
designed to encrypt your phone.  Most people 
do not back up their phones or have antivirus 
protection on their mobile devices.  Think 
before you app.  Only download apps from 
reputable sites.  Facebook does not count as 
a reputable site.
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Other Helpful Hints

• Use multifactor authentication when 
possible.

• Remove admin privileges from local users 
and prevent executables from running 
from unsafe locations.

• Declutter your mobile life.  Delete unused 
apps and keep the ones you use up to 
date.
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Questions

264



265

Short Break

December 6, 2017
Wi-Fi password:  SDOWNS17
(Westin_Conference)
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A Trained 
Workforce

Bill Strickland
Manchester Bidwell Corp.
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Lies, 
Damn Lies 
and Big Data

John Dick
CivicScience
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Closing 
Remarks

Timothy J. Hammer
Co-CEO, Schneider Downs
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