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Segment reporting
Foreword

Challenges remain in
segment disclosures

Segment reporting has consistently been a hot topic for financial statement
preparers, auditors, investors, the SEC and the FASB ever since the FASB first
issued guidance on the subject in 1997. Topic 280, Segment Reporting, was
issued to address concerns from financial statement users that prior segment
information had not provided enough detail about registrants’ business
performance.

Despite the FASB's efforts, the SEC staff has expressed concerns over several
years about the lack of compliance. Specifically, the SEC's concerns are that too
few segments are being disclosed and not all required information about
reported segments is being presented.

Topic 280 is challenging to apply because it is based on the management
approach, meaning that an entity’s internal organizational structure dictates how
segment information is compiled and presented. This approach requires an
entity to make many judgments as it applies foundational principles in Topic 280
- such as identifying the chief operating decision maker (CODM) — to its unique
internal organizational structure.

This Handbook explains the principles of Topic 280 and discusses many of the
challenges that entities have had in applying those principles. It also discusses
the challenge of determining the type and level of financial information used by
the CODM to assess performance and allocate resources. These challenges
and more are explored in this Handbook through extensive interpretive
guidance and examples.

Tim Phelps and Valerie Boissou
Department of Professional Practice, KPMG LLP

© 2023 KPMG LLP, a Delaware limited liability partnership and a member firm of the KPMG global organization of independent
member firms affiliated with KPMG International Limited, a private English company limited by guarantee. All rights reserved.
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Segment reporting
About this publication

About this publication

The purpose of this Handbook is to assist you in applying the standard on
segment reporting, Topic 280, and the related SEC regulations. It explains the
requirements not only for US entities but also for non-US entities that file
financial reports with the SEC.

Organization of the text

Each chapter of this Handbook includes excerpts from FASB's Accounting
Standards Codification®and overviews of the relevant FASB and SEC
requirements for segment disclosures. Our in-depth guidance is explained
through Q&As that reflect the questions we encounter in practice. We include
examples to explain key concepts.

Our commentary is referenced to the Codification, SEC regulations and to other
literature, where applicable. The following are examples.

— 280-10-50-11 is paragraph 50-11 of ASC Subtopic 280-10.

— ASU 2014-09.BC340 is paragraph 340 of the basis for conclusions to
ASU 2014-09.

— FAS 131.BC57 is paragraph 57 of the basis for conclusions to FASB
Statement No. 131, Disclosures about Segments of an Enterprise and
Related Information.

— CON 8.QC11 is paragraph QC11 of FASB Concepts Statement No. 8.
— S-X Rule 3-10(a) is Rule 3-10(a) of SEC Regulation S-X.
— S-Kltem 101 is Item 101 of SEC Regulation S-K.

— |IR&DI is the SEC's International Reporting and Disclosure Issues in the
Division of Corporation Finance (Nov. 1, 2004).

— C&Dl is the SEC's Compliance & Disclosures Interpretations. These
references are hyperlinked to the source material on the SEC’s website.

— SEC Rel. 33-8350 is SEC Interpretive Release No. 33-8350.

— FR 501.06a is section 501.06a of the SEC Financial Reporting Codification.
— FRM 13310.1 is section 13310.1 of the SEC Financial Reporting Manual.
— SAB Topic 1.D is SEC Staff Accounting Bulletin Topic 1.D.

— 2011 AICPA Conf is the 2011 AICPA National Conference on Current SEC
and PCAOB Developments. These references are hyperlinked to the source
material on the SEC's website.

— TIS 7100.03 is section 7100.03 of the AICPA’s Technical Questions and
Answers.

© 2023 KPMG LLP, a Delaware limited liability partnership and a member firm of the KPMG global organization of independent
member firms affiliated with KPMG International Limited, a private English company limited by guarantee. All rights reserved.




Segment reporting
About this publication

January 2023 edition

This version of our Handbook includes new and updated interpretations based
on our experience with companies implementing Topic 280.

[tems that have been significantly updated or revised are identified with #.

Abbreviations

We use the following abbreviations in this Handbook.

CODM Chief operating decision maker

EBITDA Earnings before interest, taxes, depreciation and amortization
FPI Foreign private issuer

MD&A Management’s Discussion and Analysis

R&D Research and development

© 2023 KPMG LLP, a Delaware limited liability partnership and a member firm of the KPMG global organization of independent
member firms affiliated with KPMG International Limited, a private English company limited by guarantee. All rights reserved.
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Segment reporting
1. Executive summary#

Executive summary#

Topic 280 requires certain entities to disclose information about their operations
that typically is not obvious from the financial statements. It essentially allows
financial statement users to ‘see through the eyes of management’ to
understand how management views the operating results and financial position
of the different reportable segments of the entity’s business.

The primary objectives of Topic 280 are to help financial statement users:

— see the entity’s operating results and financial position from management'’s
perspective, disaggregated in a manner that can enhance the ability to
assess the entity’s prospects for future cash flows;

— obtain a better understanding of financial performance across the entire
entity, including revenues related to products and services and to
geographic areas as well as information about major customers; and

— make more informed financial judgments about the entity as a whole.

Although Topic 280 is a ‘disclosure’ Topic that leverages existing management
information, complying with its requirements can involve a great deal of effort.
An entity’s financial results and financial position are disaggregated by
reportable segment, and identifying reportable segments is a multi-step
process.

This chapter summarizes the necessary steps to produce segment disclosures
in compliance with Topic 280, and the considerations on how they interrelate
with SEC regulations.

Topic 280 applies to all Topic 280 requires a public entity to disclose segment
public entities. information in the notes to its financial statements.

A business entity is a public entity under Topic 280 if:

— it has issued debt or equity securities or is a conduit
bond obligor for conduit debt securities that are
traded in a public market — i.e. a domestic or foreign
stock exchange or an over-the-counter market,
including local or regional markets;

— itis required to file financial statements with the SEC;
and/or

— it provides financial statements for the purpose of
issuing any class of securities in a public market.

Nonpublic and not-for-profit entities are not required to
adopt Topic 280; however, if they voluntarily adopt it, they
are required to fully comply with Topic 280 and include the
required segment disclosures for all periods presented.

Read more: chapter 2

© 2023 KPMG LLP, a Delaware limited liability partnership and a member firm of the KPMG global organization of independent
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ldentify the CODM

The CODM is an entity’s
chief operating decision
maker.

The first step in applying Topic 280 is to identify the
CODM. This concept is key because operating segments
and segment disclosures are based on the information
provided to or regularly reviewed by the CODM.

The CODM is usually the highest level of management

(e.g. the CEO or COO) responsible for the entity’s overall
resource allocation and performance assessment.

The CODM is a function and not a title. Therefore, the
function of the CODM could be performed by more than
one person (e.g. an executive committee or a
management committee).

An entity cannot have more than one CODM.

Read more: chapter 3

|dentify and aggregate operating segments

Each component of an
entity is assessed to
determine whether it is
an operating segment.

Operating segments reflect how an entity manages its
business (e.g. by products and services or geographically);
therefore, they are identified based on the management
approach.

Operating segments should be evident from the structure
of the entity’s internal organization. Financial information
usually is reported to the CODM consistent with that
structure.

Operating segments are identified by asking three
questions about each component of the business.

— Does the component engage in business activities
from which it may recognize revenue and incur
expenses?

— Are the component’s operating results regularly
reviewed by the CODM?

— Is discrete financial information available for the
component?

If the answer to all three of these questions is 'yes’, the
component is an operating segment.

Topic 280 permits operating segments to be aggregated if
they have similar economic characteristics and comply
with specific aggregation tests. The process of
demonstrating similar economic characteristics can be
challenging and requires judgment. This is caused by the
depth of analysis that is necessary to evaluate economic
similarity and the lack of specific guidance in Topic 280 on
how to perform this analysis.

The SEC, in its comment letters, regularly inquires about
how an entity determines its operating segments and how
economic characteristics are considered when operating
segments are aggregated.

Read more: chapter 4

© 2023 KPMG LLP, a Delaware limited liability partnership and a member firm of the KPMG global organization of independent
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ldentify the reportable segments

Segment disclosures are  Topic 280 requires an entity to disclose information about

made for each operating segments that meet quantitative thresholds. An

reportable segment. operating segment that meets these thresholds is called a
reportable segment.

If the operating segments that meet the reportable
segment quantitative thresholds do not represent at least
75% of total consolidated revenue, Topic 280 requires
additional operating segments to be treated as reportable
segments.

If an operating segment does not meet any of the initial
reportable segment quantitative threshold criteria, it is an
‘insignificant’ operating segment. Depending on the
circumstances, an insignificant operating segment is
either presented as a reportable segment, combined with
other insignificant operating segments, or included in an
‘all other’ category.

Read more: chapter 5

Segment disclosures

The annual disclosure Topic 280 requires extensive segment disclosures by
requirements provide reportable segment for annual and full interim financial
financial statement statements.

users with The disclosures fall into three categories.

disaggregated

information on the — General information. These disclosures explain how
entity’s performance at reportable segments were identified and describe the
the segment level to types of products and services from which each

help them assess the reportable segment derives its revenues.

entity’s prospects for

— Information about profit or loss and assets. The
future cash flows.

measures of profit or loss and of assets provided to
the CODM are disclosed. Additional quantitative and
qualitative information about the profit or loss and
asset measure are also separately disclosed.

— Reconciliations. The measures used in segment
disclosures are reconciled to corresponding amounts
in the financial statements. This includes total
reportable segment amounts for revenues, profit or
loss, assets, and other significant items disclosed.

If the CODM receives multiple measures to evaluate
operating segments (e.g. EBITDA and net income), the
entity needs to select the measure that is most consistent
with its GAAP financial statements and use that measure
in its segment disclosures. Generally, detailed segment
information about profit or loss and assets is required only
if regularly reviewed by the CODM.

The disclosure requirements for condensed interim
financial statements are much less extensive.

Read more: chapter 6

© 2023 KPMG LLP, a Delaware limited liability partnership and a member firm of the KPMG global organization of independent
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Restatement of previously reported information

A change in the
composition of an
entity’s segments or in
the segment measures
disclosed can trigger a
requirement either to
restate comparative-
period segment
information or to
disclose information
about the change.

A change in the composition of reportable segments
requires restatement of prior-period segment disclosures
presented in the period, if practicable, as follows:

— annual financial statements — restate comparative
periods;

— interim financial statements — restate prior interim
and annual comparative periods.

When there is a change in any segment measure
disclosed (e.g. profit or loss measure) restatement of that
information is preferable but is not required. However, if
not restated, other disclosures are required, including for:

— annual financial statements — disclose the nature and
effect of the change in the segment measure;

— interim financial statements — disclose the difference
in the basis of the measurement of segment profit or
loss, if any. The effect of the change need not be
disclosed.

For changes in the composition of segments, there is a
practicality exception to the restatement principle. Under
the exception, any item for which restatement is not
practicable does not need to be restated. Items that do
not qualify for the exception are required to be restated.
Whether it is practical to restate an item depends on the
individual facts and circumstances for that item; in our
experience, use of this exception is rare.

The SEC requires registrants to provide retrospectively
revised financial statements that present segment
information under the new basis of segmentation. This
requirement applies to periodic filings required under the
Securities and Exchange Acts (e.g. proxy statements,
Forms 10-Q and 10-K) and registration statements (e.qg.
Form S-1 filings).

Read more: chapter 7

Entity-wide information

Topic 280 also requires
disclosing entity-wide
information about an
entity’s revenues and
long-lived assets.

Topic 280 also requires entity-wide disclosures about the
following, but only in annual financial statements:

— revenues by products and services;

— revenues and long-lived assets by geographic areas;
— revenues from major customers.

These disclosures need not be made on an entity-wide
basis if they are already provided by segment.

Read more: chapter 8

© 2023 KPMG LLP, a Delaware limited liability partnership and a member firm of the KPMG global organization of independent
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SEC filings: US companies (domestic filers)

SEC regulations require
a registrant to provide
segment information
outside of the financial
statements in certain
SEC filings.

Certain SEC filings (e.g. Form 10-K and Form S-1) require a
registrant to include segment information in the following
sections:

Description of Business;
— Property;
— MD&A,
— Financial Statements.

The information required by the SEC is based on the same
segment structure developed under Topic 280 for the
segment disclosures in the financial statements.
However, SEC regulations require additional and different
information based on this segment structure.

Read more: chapter 9

SEC filings: non-US companies (FPIs)

Segment disclosures are
required by foreign
registrants.

The required segment disclosures in financial statements
filed with a Form 20-F by FPIs depend on the basis of
accounting used to prepare those financial statements.

— US GAAP. Financial statements prepared using US
GAAP should already have the required segment
disclosures.

— IFRS® Accounting Standards as issued by the
International Accounting Standards Board (IASB).
The segment disclosures are sufficient and therefore
no additional Topic 280 disclosures are required.

— Country GAAP. Additional Topic 280 disclosures may
be required.

Similar to domestic companies, FPIs have additional filing
requirements for changes in segment structure.

Form 20-F also includes sections other than the financial
statements section in which segment information may be
presented.

Read more: chapter 10

Interaction with other Topics

Segment reporting
interacts with other
Topics.

There is an interrelationship between segment reporting
and several other Topics.

An entity discloses the following by reportable segment:

— discontinued operations;

— total costs expected to be incurred in connection with
an exit or disposal activity;

— goodwill and changes in goodwill;

— the amount of goodwill acquired in a business
combination; and

© 2023 KPMG LLP, a Delaware limited liability partnership and a member firm of the KPMG global organization of independent
member firms affiliated with KPMG International Limited, a private English company limited by guarantee. All rights reserved.
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— impairments of long-lived assets and disposals of
asset groups.

Revenue is disaggregated and disclosed in categories that
depict the nature, amount, timing and uncertainty of
revenue and cash flows affected by economic factors.
Sufficient information must be disclosed about the
relationship between the disaggregated revenue and
revenue information for each reportable segment.

Goodwill is assessed for impairment at the reporting unit
level, which is defined as an operating segment, or one
level below an operating segment. The relationship
between reporting units, operating segments and
reportable segments can be confusing because both
reporting units and reportable segments use operating
segments as the starting point for analysis.

Read more: chapter 11

© 2023 KPMG LLP, a Delaware limited liability partnership and a member firm of the KPMG global organization of independent
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Scope

Detailed contents

2.1 How the standard works
2.2 Scope of Topic 280
Questions

2.2.10 Does Topic 280 apply to financial statements that are not
available to the public?

2.2.20 Does Topic 280 apply to the financial statements of the
guarantor of a registered security?

2.2.30 What markets should an entity consider when determining if
it is a public entity in the scope of Topic 2807

2.2.40 Does Topic 280 apply to financial statements filed to comply
with S-X Rule 3-05 or S-X Rule 3-14?

© 2023 KPMG LLP, a Delaware limited liability partnership and a member firm of the KPMG global organization of independent
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2.1 How the standard works

Topic 280 requires disclosure of segment information. The following table
explains what entities are required to provide these disclosures and what

entities may voluntarily provide them.

Type of entity Public Nonpublic

Business entity Required Discretionary but
encouraged

Not-for-profit Discretionary but Discretionary but
encouraged encouraged

Entities that voluntarily provide segment disclosures are required to fully comply
with Topic 280 and include the required segment disclosures for all periods

presented.

© 2023 KPMG LLP, a Delaware limited liability partnership and a member firm of the KPMG global organization of independent
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Scope of Topic 280

I_Tg Excerpt from ASC 280-10

10-1 The objective of requiring disclosures about segments of a public entity
and related information is to provide information about the different types of
business activities in which a public entity engages and the different economic
environments in which it operates to help users of financial statements do all
of the following:

a. Better understand the public entity’s performance
b. Better assess its prospects for future net cash flows
c. Make more informed judgments about the public entity as a whole.

> Entities

15-2 The guidance in the Segment Reporting Topic applies to all public
entities, with certain exceptions noted below. Entities other than public
entities are also encouraged to provide the disclosures described in this
Subtopic.

15-3 The guidance in this Subtopic does not apply to the following entities:

a. Parent entities, subsidiaries, joint ventures, or investees accounted for by
the equity method if those entities’ separate company statements also are
consolidated or combined in a complete set of financial statements and
both the separate company statements and the consolidated or combined
statements are included in the same financial report. However, this
Subtopic does apply to those entities if they are public entities and their
financial statements are issued separately.

b. Not-for-profit entities (regardless of whether the entity meets the definition
of a public entity as defined above).

c. Nonpublic entities.

Only business entities that are public entities are required to provide segment
disclosures under Topic 280. Other entities are encouraged, but not required,
to provide these disclosures. However, if other entities voluntarily provide
segment disclosures, they are required to fully comply with Topic 280 and
include the required segment disclosures for all periods presented. [280-10-15-2]

A business entity is a public entity under Topic 280 if it meets one or more of
the following conditions: [280-10 Glossary]

— it has issued debt or equity securities or is a conduit bond obligor for
conduit debt securities that are traded in a public market — i.e. a domestic or
foreign stock exchange or an over-the-counter market, including local or
regional markets;

— itis required to file financial statements with the SEC; and/or

— it provides financial statements for the purpose of issuing any class of
securities in a public market.

Although a not-for-profit entity can also be a public entity if it meets at least one
of the three above conditions, not-for-profit entities are exempt from the
requirement to provide segment disclosures under Topic 280. [280-10-15-3(b)]

© 2023 KPMG LLP, a Delaware limited liability partnership and a member firm of the KPMG global organization of independent
member firms affiliated with KPMG International Limited, a private English company limited by guarantee. All rights reserved.
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If an entity does not meet the definition of a public entity on its own, its stand-
alone financial statements do not need to contain segment disclosures even if
they are consolidated or combined with financial statements of a public entity in
a financial report. This exemption applies whether the entity is a parent,
subsidiary, joint venture or equity method investment of the public entity.
However, consolidated financial statements of a public entity have to include
segment disclosures of the consolidated entity, even when the consolidated
subsidiaries, in their stand-alone financial statements, do not meet the definition
of a public entity. [280-10-15-3(a)]

Question 2.2.10

Does Topic 280 apply to financial statements that
are not available to the public?

Background: Assume Subsidiary Issuer issues securities and both Parent and
one or more of Parent’s subsidiaries guarantee those securities. Parent
provides financial information for Subsidiary Issuer in the notes to its
consolidated financial statements instead of in stand-alone audited financial
statements of Subsidiary Issuer.

Subsidiary Issuer provides stand-alone audited financial statements to its
lenders but does not file these financial statements with the SEC or otherwise
use them to issue new securities. Therefore, its stand-alone audited financial
statements are not available to the public.

Interpretive response: \We believe the scope of Topic 280 is limited to financial
statements available to the public. Therefore, Subsidiary Issuer’s stand-alone

audited financial statements need not include segment disclosures. [280-10-15-2 -
15-3]

Question 2.2.20

Does Topic 280 apply to the financial statements of
the guarantor of a registered security?

Interpretive response: Yes, every issuer of a registered security that is
guaranteed and every guarantor of a registered security must file the financial
statements required for a registrant by Regulation S-X, unless it qualifies for
certain exceptions. Because these financial statements of the guarantor are
filed with the SEC or otherwise used to issue securities, we believe the

guarantor is a public entity as defined by Topic 280 (see chapter 9). [S-X Rule 3-
10(a)]

© 2023 KPMG LLP, a Delaware limited liability partnership and a member firm of the KPMG global organization of independent
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Question 2.2.30
What markets should an entity consider when

determining if it is a public entity in the scope of
Topic 280?

Interpretive response: To determine whether its securities are traded in a
public market, an entity considers: [TIS 7100.03, 7100.14]

— whether the markets on which its securities are traded, listed or quoted are
accessible to the public to execute trades; and

— whether those markets make various data publicly available, such as
security listing, bid/ask pricing or trade data (price and volume).

Over-the-counter markets generally are not public markets if they are not
accessible to the public or do not publish underlying financial information.
However, we believe the OTC Pink Marketplace is a public market because the
public has access to it and it publishes underlying financial information.
Therefore, entities trading, listing or quoting securities on the OTC Pink
Marketplace are in the scope of Topic 280.

In contrast, securities whose purchase is limited to specific investors are not
considered accessible to the public, and therefore are not traded in a public
market. For example, Rule 144A securities and many municipal securities
issued in private placements can be sold only to qualified investors and
therefore are not accessible to the public. However, if the issuer were to
register those securities, it would likely meet the public entity definition and be
in the scope of Topic 280. [TIS 7100.03, 7100.14]

Question 2.2.40
Does Topic 280 apply to the financial statements

filed to comply with S-X Rule 3-05 or S-X Rule 3-
14?

Interpretive response: It depends. Topic 280 does not apply to the financial
statements of an acquired business filed to comply with S-X Rule 3-05 or
financial statements of real estate operations filed to comply with S-X Rule 3-
14, unless the acquired business or real estate operation itself meets the

definition of a ‘public entity’, as defined by Topic 280. [280-10-15-3(a), 105-10
Glossary]

This definition should not be confused with the definition of a ‘public business
entity’, which includes a business entity that is required to file or furnish (or is a
voluntary filer of) financial statements with the SEC. The FASB created the term
‘public business entity’ in 2013 and has used it in some standards issued since
then, but the term ‘public entity’ continues to apply in Topic 280.

© 2023 KPMG LLP, a Delaware limited liability partnership and a member firm of the KPMG global organization of independent
member firms affiliated with KPMG International Limited, a private English company limited by guarantee. All rights reserved.
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|dentify the CODM

Detailed contents

3.1 How the standard works
3.2 CODM defined

3.2.10
3.2.20

Questions

3.2.10
3.2.20
3.2.30

3.2.40
3.2.50
3.2.60

3.2.70

3.2.80

3.2.90

Examples
3.2.10
3.2.20
3.2.30

Overview

Committee vs individual

Is the CODM the CEO by default?
Can the CODM be an entity’s board of directors?

Can an individual be both a segment manager and the
CODM?

Can an entity have more than one CODM?
Once identified, is the CODM required to be disclosed?

To be the CODM, does the individual or group also need to
allocate the resources and make the operating decisions
within the operating segments?

If a group or committee is the CODM, does an entity need
to reassess the CODM determination as the group or
committee grows in size?

Can a segment manager and a higher level executive
collectively be the CODM?

Does an entity need to determine the CODM and segments
for carve-out financial statements or separate financial
statements of a subsidiary?

Executive committee as CODM
The CEO as CODM
Change in the CODM
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3. Identify the CODM

How the standard works

Identifying an entity’'s CODM is the first step in developing segment disclosures
because the disclosures are based on how the CODM manages the entity’s

business.

The CODM is the highest level of management at which the operating results
for each operating segment of an entity are assessed and decisions about
allocating resources to each operating segment are made.

Receives financial information
about operating segments and
uses that information to:

Allocate resources
to each operating
segment

Assess each
operating segment’s
performance

© 2023 KPMG LLP, a Delaware limited liability partnership and a member firm of the KPMG global organization of independent
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CODM defined

Overview

I_:= Excerpt from ASC 280-10

> Operating Segments

50-5 The term chief operating decision maker identifies a function, not
necessarily a manager with a specific title. That function is to allocate
resources to and assess the performance of the segments of a public entity.
Often the chief operating decision maker of a public entity is its chief executive
officer or chief operating officer, but it may be a group consisting of, for
example, the public entity’s president, executive vice presidents, and others.

50-7 Generally, an operating segment has a segment manager who is directly
accountable to and maintains regular contact with the chief operating decision
maker to discuss operating activities, financial results, forecasts, or plans for
the segment. The term segment manager identifies a function, not necessarily
a manager with a specific title.

50-8 The chief operating decision maker also may be the segment manager for
certain operating segments. A single manager may be the segment manager
for more than one operating segment. If the characteristics in paragraphs 280-
10-50-1 and 280-10-50-3 apply to more than one set of components of a public
entity but there is only one set for which segment managers are held
responsible, that set of components constitutes the operating segments.

The CODM represents the function that both assesses an operating segment’s
performance and determines the resources to be allocated to the operating
segment. Because the CODM is a function and not a manager with a specific
title, the CODM could be a single person or a group of people. [280-10-50-5]

The CODM should not be confused with a segment manager who has more
direct day-to-day control over an operating segment. However, it is possible for
a segment manager to also be the CODM. This only occurs if the segment
manager regularly reviews the operating segment’s discrete financial operations
and has the power to assess the operating segment’s performance and allocate
resources to the operating segment. Generally though, a segment manager is a
person or group of people directly accountable to and maintaining regular
contact with the CODM. [280-10-50-7 — 50-8]

The identity of a CODM depends on an entity’s unique facts and circumstances.
Two entities can have management structures that appear very similar, but
factual differences about who has what authority within those structures and
what the key operating decisions are can lead to the entities reaching different
conclusions as to who their respective CODM is.

Examples of key operating decisions that may assist in identifying the CODM
include:

— approving operating budget and forecasts;
— entering into significant contracts;
— hiring of key management or executive personnel;
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— making significant capital investment decisions; and/or
— changing company-wide strategy.

Question 3.2.10

Is the CODM the CEO by default?

Interpretive response: No. Identifying the CODM in an entity with a complex
organizational structure can be difficult. While decisions about overall resource
allocation may be made at the highest level of management, we believe an
entity should regularly take a fresh look at its CODM determination if it has
historically defaulted to the CEO and consider what the key operating decisions
are and who is actually making those decisions.

Many entities look to who has ‘ultimate decision-making authority’ when
determining the CODM; however, we caution that this term is not included in
Topic 280°'s definition of a CODM. For example, if the COQO is making the key
operating and resource allocation decisions, the COO may be the CODM even if
they report to the CEO (i.e. the person with the ‘ultimate decision-making
authority’).

Question 3.2.20

Can the CODM be an entity’s board of directors?

Interpretive response: Generally, no. Although one role of the board of
directors may be to approve the allocation of resources, the CODM normally
will be a member of management who both assesses performance and
determines the resource allocation submitted to the board of directors for
approval.

Although rare, if a board of directors does allocate resources to and assesses
the performance of the operating segments, it could be the CODM. For
example, the board of directors of a private equity fund investor that owns a
particular entity may have both of these responsibilities. [280-10-50-5]

Question 3.2.30

Can an individual be both a segment manager and
the CODM?

Interpretive response: Yes. However, if the CODM reviews information about
components of an operating segment — in particular, financial information to
assess performance and allocate resources for those components — Topic 280
requires that those components be identified as operating segments.
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When the two roles are performed by the same individual, an entity cannot
make a distinction between the information that the individual reviews as
segment manager versus as CODM.

Question 3.2.40

Can an entity have more than one CODM?

Interpretive response: No. An entity cannot have more than one CODM. But
as explained in section 3.2.20, the CODM may be a committee or group of
people.

Question 3.2.50

Once identified, is the CODM required to be
disclosed?

Interpretive response: Although Topic 280 does not require disclosing the
CODM'’s identity, at times the CODM is disclosed. For example, an entity in
which the CEO is the CODM might disclose the following: “The CEO has been
identified as the CODM.”

Question 3.2.60
To be the CODM, does the individual or group also

need to allocate the resources and make the
operating decisions within the operating segments?

Interpretive response: No. The CODM function is to allocate resources to and
assess the performance of the operating segments. The allocation of resources
does not need to also include allocating the resources within the operating
segments; the same applies to making operating decisions. These tasks can be
delegated to others — e.g. the segment manager or other lower levels of
management, where more detailed disaggregated information is provided and
used.

For example, the CODM is responsible for making operating segment level
sales strategy decisions and the segment managers are responsible for
implementing the strategy (i.e. making implementation decisions) within the
operating segments. The segment managers are not the CODM because the
strategic operating decisions will not change based on their implementation
decisions.
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Committee vs individual

The CODM can be a committee or a group (e.g. two or more managers or an
executive committee) rather than an individual. Often a group will appear to
have the authority to assess performance of the entity’s operating segments
and allocate resources to those operating segments. However, how the group
functions and who has what authority related to the segments needs to be
carefully analyzed. The mere existence of an executive committee,
management committee or other high-level committee does not mean that one
of those committees constitutes the CODM.

An entity should consider the following types of interactions when determining
the CODM.

— Interactions between a higher level executive (such as the CEO) and a
lower level executive (such as a segment manager). In some cases the two
executives collectively may be the CODM (see Question 3.2.80).

— Interactions between higher level committees and executives and lower
level management. In some cases, the facts will indicate that an entire
group is the CODM, but depending on how the decisions are being made
one member of the group or a person outside the group may be the CODM
(see Examples 3.2.10 and 3.2.20).

Question 3.2.70
If a group or committee is the CODM, does an

entity need to reassess the CODM determination as
the group or committee grows in size?

Interpretive response: Yes. \When a group or committee constitutes the
CODM, the entity will have to reassess its CODM determination as the group’s
size increases. As the size of the CODM group increases, the information
provided to the group or individuals within the group typically increases.

This information should be analyzed to determine the level at which it is
reviewed when assessing performance or allocating resources; this may
indicate that the CODM is not the entire group or committee, but rather an
individual or different group or committee (or possibly a subset of the group or
committee).

In addition, if the information provided to the CODM increases, this may be an
indicator of additional operating segments (see section 4.2).

Question 3.2.80

Can a segment manager and a higher level
executive collectively be the CODM?

Interpretive response: Yes. For example, an entity’'s COO and segment
manager can collectively be the CODM if they work together to review the
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financial performance of the entity’s operating segments and make resource
allocations to those operating segments.

Although Topic 280 provides for separating the segment manager function
from the CODM function, if the segment manager's role is so intertwined with
the role of a higher level executive as to be almost indistinguishable, the two
collectively should be treated as the CODM.

Example 3.2.10

Executive committee as CODM

ABC Corp.'s CEO, COO and CFO comprise the executive committee. The
responsibility of the executive committee is to collectively assess performance
and make resource allocation decisions related to the entity’s operating
segments. The CEO operates more as a strategic decision maker for the
organization as a whole.

The executive committee is the CODM because the committee is the highest
level of management that performs these functions.

Example 3.2.20

The CEO as CODM

The CEO, COO and CFO of ABC Corp. comprise an executive committee that
works together to gather information for the CEO to assess performance and
make resource allocation decisions for the operating segments. The CEO has
the authority to override the other members of the executive committee and
frequently makes operational and resource allocation decisions unilaterally. The
CEO also makes strategic decisions.

Because the CEO makes key operating and resource allocation decisions and
the committee supports the CEQ in that role, the CEO is the CODM for
purposes of Topic 280. The segment financial information provided to and used
by the executive committee may (or may not be) the same information used by
the CEO as the CODM to evaluate performance and allocate resources. In this
example, careful consideration is needed to determine which segment financial
information is being used by the CODM.

Example 3.2.30

Change in the CODM

ABC Corp. historically has had two operating segments (see chapter 4) that are
also the reportable segments (see chapter 5): Domestic and International.

Each operating segment has had its own president who has been considered
the segment manager. The financial results of both the Domestic and
International operating segments have been reviewed by the Chairman and
CEO (the CODM) to assess performance and allocate resources.
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As part of an internal reorganization, the Domestic president is promoted to
COO and the International president is promoted to President of Global Sales.
An executive team is created, comprising the Chairman and CEO, the COO and
the President of Global Sales. The executive team reviews the operating results
to assess performance and allocate resources for the Domestic and
International operating segments.

To monitor the day-to-day operations of both the Domestic and International
operating segments, ABC hires two new vice presidents who assume the
previous roles of both the legacy Domestic and International presidents.

Subsequent to the internal reorganization, ABC concludes that there has been a
change of CODM from the Chairman and CEO to the executive team. This is
because the Chairman and CEQ is no longer solely responsible for allocating
resources and assessing performance.

Question 3.2.90
Does an entity need to determine the CODM and

segments for carve-out financial statements or
separate financial statements of a subsidiary?

Interpretive response: Yes. For carve-out or subsidiary entities with separate
financial statements that are in the scope of Topic 280, the CODM and
segments need to be determined specifically for the carve-out or separate
entity. The CODM and segments at the carve-out entity or subsidiary level may
or may not be the same as the CODM or segments reported in the parent
company'’s consolidated financial statements.
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ldentify and aggregate
operating segments

Detailed contents

Item significantly updated in this edition: #

4.1 How the standard works
4.2 Characteristics of an operating segment
4.2.10 Overview
4.2.20 Business activities
4.2.30 Review of operating results by CODM
4.2.40 Discrete financial information
4.2.50 Corporate divisions and functional departments
Questions

4.2.10 Can an entity operating in one industry assume it has only
one operating segment?

4.2.20 What additional information might indicate the existence of
operating segments? #

4.2.30 Are publicly reported subsidiaries or subsidiaries for which
stand-alone financial statements are prepared for regulatory
purposes separate operating segments under Topic 2807

4.2.40 Can an R&D activity qualify as an operating segment?

4.2.50 Does the revised definition of a business in Topic 805 affect
whether an operating segment engages in business
activities?

4.2.60 How should supplemental financial and organizational
information reviewed by the CODM be considered?

4.2.70 How should an entity evaluate its operating segments when
it has a matrix organizational structure?

4.2.80 Can an entity consider only the periodic reports the CODM
receives when determining whether discrete financial
information exists?

4.2.90 Can financial information qualify as discrete and sufficient
financial information if it includes only revenue information?

4.2.100 Can an entity conclude that discrete and sufficient financial
information does not exist if shared costs are not allocated
to an operating segment?

42110 Can a corporate headquarters function qualify as an
operating segment?
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Examples

4.2.10 Single-industry entity

4.2.20 Start-up phase operations

4.2.30 R&D activity

4.2.40 Business combination effect on a segment assessment

4.2.50 Identifying operating segments — product line vs geography

4.2.60 Resegmentation with both geographies and product lines

4.2.70 Resegmentation due to a change in operating model and
strategy

4.2.80 Financial information not detailed enough

4.2.90 Financial information not detailed enough, plus detailed

discussions with segment managers

4.2.100  Segment assessment based on discrete financial
information reviewed by the CODM

Application of operating segment principles
4.3.10 Vertically integrated entities

4.3.20 Equity method investments
Questions

4.3.10 Is each component in vertically integrated operations a
separate operating segment?

4.3.20 How does an entity assess whether an equity method
investment is an operating segment?

Examples
4.3.10 Vertically integrated operations

4.3.20 Vertically integrated operations — revenues not separately
allocated

4.3.30 Identifying operating segments — supply divisions
Aggregate operating segments

4.4.10 Overview

4.4.20 Aggregation — Objective and basic principles

4.4.30 Economic similarity

4.4.40 Qualitative characteristics

Questions

4.4.10 What is the purpose of aggregating operating segments?
4.4.20 Are the aggregation criteria indicators or tests?

4.4.30 Can an operating segment be aggregated with other
operating segments if it is reported separately to the
CODM?
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4.4.50

4.4.60
4.4.70
4.4.80

4.4.90

4.4.100

4.4.110
Examples
4410
4.4.20
4.4.30
4.4.40
4.4.50
4.4.60
4.4.70
4.4.80
4.4.90
4.4.100
4.4.110
4.4.120
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How often should an entity evaluate the aggregation of its
operating segments?

Is aggregation typically consistent with the objectives and
basic principles of Topic 280 if operating segments meet the
other two criteria for aggregation?

How should the economic similarity criterion be applied?
How should the economic similarity analysis be performed?

Can an equity method investment operating segment meet
the economic similarity criterion to be aggregated with other
operating segments?

How does an entity assess whether products and services
are similar in nature?

How does an entity assess whether the nature of
production processes are similar?

How does an entity assess the type or class of customer?

When not to aggregate

Economic similarity consideration

Recent acquisition — economic similarity consideration
Recent acquisition — aggregation criteria assessment
Anomaly in results — economic similarity consideration
Nature of products and services

Nature of production process is similar

Nature of production process is not similar

Type or class of customer

Methods used to distribute products

Nature of regulatory environment — similar products

Nature of regulatory environment — same products
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