Simpson

Thacher

Memorandum

Impact of Adoption of New Revenue Recognition Standard on
Financial Statements Required in Form S-3

September 12, 2017

New Revenue Recognition Standard

The new revenue recognition standard, Accounting Standards Codification Topic 606 (ASC 606), is effective
for most U.S. public companies for annual reporting periods beginning after December 15, 2017. For a
calendar year reporting registrant, ASC 606 is effective January 1, 2018 and will be required to be reflected

in a registrant’s first quarter 2018 Form 10-Q.

Under ASC 606, a registrant has two adoption alternatives: the modified retrospective transition method or
the full retrospective transition method. A calendar year registrant that adopts ASC 606 under the modified
retrospective transition method will be required to reflect the cumulative effect of the adoption of ASC 606 to
the financial statements included in its first quarter 2018 Form 10-Q, but this method does not call for the
revision of any historical financial statements that pre-date adoption. Conversely, a calendar year registrant
that adopts ASC 606 under the full retrospective transition method will be required to reflect the adoption of
ASC 606 to the financial statements included in its first quarter 2018 Form 10-Q and the financial
statements for the comparative 2017 quarter. In its 2018 10-K, such registrant would need to reflect the
adoption of ASC 606 in its 2018 annual financial statements, and revise its 2017 and 2016 annual financial

statements to do the same.

As discussed below, a registrant that adopts ASC 606 under the full retrospective transition method and files
a Form S-3 after the first interim period report reflecting the adoption will be required to revise three full
years of financial statements, which would include the financial statements for a historical period that would
not be included in the registrant’s next 10-K or otherwise be required to be revised.!

1 The requirement to restate financial statements in connection with the Form S-3 does not apply in the period between
adoption of ASC 606 and the filing of the first interim period report reflecting ASC 606 (FRM Section 13110.2).
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Discussion

A registrant is required to update previously issued audited annual financial statements incorporated by
reference into a Form S-3 to reflect a subsequent change in accounting principle.2 The SEC staff (the Staff)
has indicated that a registrant opting for the full retrospective transition method to adopt ASC 606 is
required to provide retrospectively revised financial statements to be included in a Form S-3 unless it is
“impracticable” to do so.? A registrant that adopts ASC 606 as of January 1, 2018, for example, will be
required to retrospectively revise its full year 2017, 2016 and 2015 financial statements to reflect the new
standard in a Form S-3 filed after its first quarter 2018 Form 10-Q is filed with the SEC. In this example, a
registrant would be required to retrospectively revise its 2015 financial statements even though it would not

be required to include such financial statements in its 2018 Form 10-K.4

A registrant may use an effective Form S-3 filed prior to the full retrospective adoption of ASC 606 for a shelf
takedown without revising prior year information unless a registrant concludes that the adoption of ASC 606

represents a “fundamental change” under Item 512(a) of Regulation S-K.5

Considerations

A registrant planning to adopt ASC 606 under a full retrospective transition method and that planned to file
a Form S-3 after the registrant has filed its first interim period report reflecting the adoption of the new
standard (e.g., for a registrant adopting ASC 606 as of January 1, 2018, the filing date for the first quarter
2018 Form 10-Q) may want to consider filing the new Form S-3 in advance of such date to avoid the
requirement to include retrospectively revised financial statements for an earlier period that would have not

otherwise been required.

2 Ttem 11(b)(ii) of Form S-3

3 The transition provisions in ASC 606 reference GAAP, which provides for an impracticability exception (see
Accounting Standards Codification 250-10-45-9). The Staff has indicated that a registrant that has concluded it would
be impracticable to revise one or more comparative prior periods may, but is not required to, consult with the Staff.

4 FRM Section 11100

5 FRM Section 13110.2

Simpson Thacher & Bartlett LLP



Simpson

Thache

For further information, please contact one of the following members of the Firm’s Corporate Department.

NEW YORK CITY

Joshua Ford Bonnie
+1-212-455-3986
jbonnie@stblaw.com

Joseph H. Kaufman
+1-212-455-2948
jkaufman@stblaw.com

Arthur D. Robinson
+1-212-455-7086
arobinson@stblaw.com

Kenneth B. Wallach

+1-212-455-3352
kwallach@stblaw.com

The contents of this publication are for informational purposes only. Neither this publication nor the lawyers who authored
it are rendering legal or other professional advice or opinions on specific facts or matters, nor does the distribution of this
publication to any person constitute the establishment of an attorney-client relationship. Simpson Thacher & Bartlett LLP
assumes no liability in connection with the use of this publication. Please contact your relationship partner if we can be of
assistance regarding these important developments. The names and office locations of all of our partners, as well as our
recent memoranda, can be obtained from our website, www.simpsonthacher.com.
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