
Update to Classification Requirements 
of Certain Cash Receipts & Payments 

 

Executive Summary 
On August 26, the Financial Accounting Standards Board (FASB) issued Accounting Standards Update (ASU)  
2016-15, Statement of Cash Flows (Topic 230): Classification of Certain Cash Receipts and Cash Payments  
(A Consensus of the Emerging Issues Task Force) to clarify presentation and classification requirements on seven 
cash flow transaction types.  The update also provides guidance on when an entity should separate and classify 
cash receipts and cash payments into multiple cash flows classes versus aggregating them into one class based on 
predominance.  The changes are the first since Statement No. 95, Statement of Cash Flows, issued in 1987. 

The update applies to all business and not-for-profit entities required to present a statement of cash flows under 
Topic 230.  The final amendments are effective for public business entities for fiscal years beginning after 
December 15, 2017, and interim periods within those fiscal years.  For all other entities, the amendments are 
effective for fiscal years beginning after December 15, 2018, and interim periods within fiscal years beginning after 
December 15, 2019.  Early adoption is permitted, including adoption in an interim period provided all amendments 
are adopted in the same period. 

Entities should apply the guidance for all issues in the ASU on a retrospective basis to all periods presented.  For 
issues where an entity deems it unpractical to apply retrospective application, the entity should prospectively 
apply the amendments as of the earliest date practicable.  If adopting in an interim period, an entity should reflect 
any adjustments as of the beginning of the fiscal year that includes that interim period. 

Classifications 

Debt Prepayment or Debt Extinguishment Costs 
The ASU clarifies that borrowers should classify cash outflows for costs incurred in connection with settling a debt 
financing arrangement before the maturity date as financing activities.  Prepayment or extinguishment costs 
include third-party costs, premiums paid to repurchase debt in an open market transaction and other fees paid to 
lenders that are directly related to the debt prepayment or extinguishment transaction, excluding accrued interest.  
The amendments align with current guidance in Topic 230, which requires in part that entities classify repayments 
of amounts borrowed and payments for debt issue costs as financing activities. 

Settlement of Zero-Coupon & Similar Debt Instruments 
Zero-coupon bonds are a type of debt security generally issued or traded at significant discounts from their face 
amounts.  Issuers of zero-coupon bonds accrete interest up to the bond’s redemption value by recognizing interest 
expense throughout the debt instrument‘s life, which the issuer pays to the lender or other creditor at maturity.  
The update requires that, at settlement, the issuer separately classify the interest and principal components of 
zero-coupon or comparable debt instruments.  The portion attributable to interest should be classified as cash 
outflows from operating activities, and the remaining portion—representing repayments of amount borrowed—
should be classified as cash outflows from financing activities. 

When the indirect method is used, the issuer is required to include the portion attributable to interest as “interest 
paid” in the supplemental cash flow disclosure. 

Comparable instruments within the update’s scope are debt instruments with coupon rates that are insignificant in 
relation to the effective interest rate of the borrowing. 

http://www.fasb.org/cs/ContentServer?c=Document_C&pagename=FASB%2FDocument_C%2FDocumentPage&cid=1176168389912
http://www.fasb.org/cs/ContentServer?c=Document_C&pagename=FASB%2FDocument_C%2FDocumentPage&cid=1176168389912
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The amendments align with current guidance in Topic 230, which requires in part the classification of cash 
payments to lenders or other creditors for interest as operating activities and repayments of amounts borrowed as 
financing activities.  In addition, the issuer of a zero-coupon bond classifies the cash proceeds as a financing inflow. 

For all other debt instruments, an issuer is prohibited from bifurcating cash payments attributable to debt discount 
at settlement and classifying such amounts as cash outflows for operating activities. 

Payments Made After a Business Combination for the Settlement of a Contingent 
Consideration Liability 
Contingent consideration generally arises when the acquirer in a business combination is obligated to transfer 
additional assets or equity interests to the former owners as part of the exchange for control transaction if 
specified future events occur or conditions are met.  The update requires an acquirer to classify as investing 
activities payments made soon after a business combination’s acquisition date to settle a contingent consideration 
liability. 

Subsequent payments on the contingent consideration liability recognized at the acquisition date, including 
measurement period adjustments, not made soon after the acquisition date are analogous to contractual 
obligations on seller-financed debt.  To align with current guidance in Topic 230 on repayments of amounts 
borrowed, these payments should be classified as financing activities.  Additional cash payments or portions 
thereof not made soon after the acquisition date that exceed the contingent liability amount recognized at the 
acquisition date, including measurement period adjustments, are considered payments on the liabilities’ increase 
in fair value.  Payments attributable to liability remeasurement (and recognized in earnings) should be classified as 
cash flows from operating activities. 

Proceeds from Insurance Settlements 
The ASU requires entities to classify cash receipts from the settlement of insurance claims, excluding proceeds 
from corporate- and bank-owned life insurance policies, based on the related insurance coverage, i.e., the nature 
of the loss.  For example, an entity would separate insurance proceeds from a business interruption claim filed for 
lost sales from insurance proceeds from a property claim for equipment damage.  Proceeds from business 
interruption insurance should be classified as cash flows from operating activities, and proceeds from equipment 
damage insurance would be classified as investing activities. 

This is a change from existing generally accepted accounting principles (GAAP), wherein an entity would classify 
insurance settlements proceeds as operating activities by default, except those “directly related to investing or 
financing activities.”  Stakeholders have indicated the current guidance is unclear as to whether it was meant to 
relate to the insurance coverage or the planned use of the insurance proceeds. 

Entities would not consider the planned use of the insurance proceeds or that maintaining an insurance policy is an 
operating function when considering classification. 

Proceeds from Settlement of Corporate-Owned Life Insurance Policies, Including Bank-
Owned Life Insurance Policies 
Entities buy life insurance policies for a variety of purposes, including funding the cost of providing employee 
benefits and protecting against the loss of key individuals.  They’re attractive funding mechanisms due to the tax-
free receipt of death benefits and tax-free buildup of cash surrender value, i.e., accumulation of investment 
income.  Considering many entities primarily purchase corporate- and bank-owned life insurance policies as 
investment vehicles, the update requires entities to classify proceeds from the settlement of corporate-owned life 
insurance policies, including bank-owned policies, as cash flows from investing activities. 
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In practice, stakeholders classify premium payments on corporate-owned life insurance policies as investing 
activities, operating activities or a combination of cash flows from investing and operating activities.  The ASU 
clarifies that entities are permitted—but not required—to use any of these classification options. 

Distributions Received by an Investor from Equity Method Investees 
The ASU requires a reporting entity to make an accounting policy election to classify distributions received from 
equity method investees using one of two approaches. 
 
The cumulative earnings approach, as included in the proposed standard, requires entities to classify distributions 
from equity method investees (presumed returns on investment) as cash inflows from operating activities, 
consistent with the classification of cash receipts of interest and dividends.  An exception occurs when the 
investor’s cumulative distributions received—less distributions received in prior periods determined to be returns 
of investment—exceed cumulative equity in earnings recognized by the investor.  When an excess occurs, the 
entity would classify the current-period distribution up to this excess (presumed to be a return of investment) as 
cash inflows from investing activities, consistent with the classification of returns of investment in equity 
instruments of other entities. 
 
The second option, the nature of distribution approach, requires entities to classify distributions received based on 
the nature of the activity or activities of the investee that generated the distribution.  The approach is similar to 
the look-through approach except it does not include a presumption that all distributions are returns on 
investment.  Activities could be a return on investment (classified as cash inflows from operating activities) or a 
return of investment (classified as cash inflows from investing activities). 
 
Entities are required to apply the same accounting policy election for all equity method investments.  If an entity 
elects the nature of distribution approach and finds the necessary information is not available for an individual 
equity method investee, it should report that a change in accounting principle has occurred for that investee due 
to the lack of available information and provide additional disclosures as required under Topic 250, Accounting 
Changes and Error Corrections.  Entities would record the change on a retrospective basis by applying the 
cumulative earnings approach for that investee. 
 
The update does not address equity method investments measured using the fair value option. 

Transferor’s Beneficial Interest Securitization Transactions 
In a securitization transaction, the transferor of financial assets does not receive or pay cash to retain a beneficial 
interest in the transferred assets.  To accurately reflect the securitization transaction’s form, the ASU requires 
transferors to disclose as a noncash activity the beneficial interest obtained in consideration for transferring the 
financial assets. 

The update also clarifies that the holder of a retained interest in securitized trade receivables should classify 
payments received on the beneficial interest as cash inflows from investing activities.  A transferor’s beneficial 
interests are generally treated like an investment security under GAAP. This amendment aligns with current 
guidance in Topic 230, which requires in part that entities classify cash proceeds from a security sale as cash 
inflows from investing activities. 

Separating Identifiable Cash Flows & Application of the Predominance Principle 
Classification of cash receipts and payments would be determined first by applying specific guidance in Topic 230 
and other applicable topics.  If no specific guidance exists, then an entity should determine each separately 
identifiable source or use within the cash receipts and payments and classify each as financing, investing or 
operating activities based on the nature of the underlying cash flow. 
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In situations in which cash receipts and payments have aspects of more than one class of cash flows that cannot be 
separately identified by their nature, classification would be based on the activity likely to be the predominant 
source or use of cash flows for the item. 

Restricted Cash 
On April 28, 2016, the Board proposed ASU, Statement of Cash Flows (Topic 230): Restricted Cash (a consensus of 
the FASB Emerging Issues Task Force) to separately address the significant diversity in the classification and 
presentation of changes in restricted cash on the statement of cash flows.  BKD will continue to monitor this 
project.  Refer to BKD’s article “Proposed Clarification to the Statement of Cash Flows & Restricted Cash.” 

For more information on how changes in cash flow classification could affect your organization, contact your BKD 
advisor. 

Contributor 
Connie Spinelli 
Director 
303.861.4545 
cspinelli@bkd.com 

ASU 2016-15 aims to decrease diversity in practice where current U. S. GAAP is either unclear or does not provide 
specific guidance on cash flow transactions.  Reasonable judgment still will be required, e.g., to determine the 
classification of lump-sum settlement of insurance claims or the predominant source of the use of cash receipts 
and payments.  

http://www.bkd.com/articles/2016/proposed-clarification-to-the-statement-of-cash-flows-and-restricted-cash.htm
mailto:cspinelli@bkd.com

