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Any company that has gone through a merger and acquisition (M&A) understands the complexity involved in
accounting for divestitures. Covered under ASC 805 (formerly SFAS 141), accounting for divestitures — along
with accounting for business combinations, discontinued operations, impairments, intangibles and segment
reporting — poses many challenges for businesses and is a focal point for the SEC.
Corporate divestitures are the sale of stock or assets of a business segment as part of a merger or acquisition.
In addition a company can just decide that it wants to divest itself of a particular division or business segment.
They have unique characteristics that set them apart from other components of M&A transactions. In particular,
it’s critical to separate the infrastructure of the entity being sold from the seller itself before execution of the sale.
This is due to potential instability that can result from the announcement of a sale price.
Complex Issues and Challenges
There are a number of complex issues and management challenges that accompany accounting for divestitures.
Therefore, it’s recommended that companies undertake a structured approach to divestiture accounting that
includes planning and preparation as well as disciplined execution.
Among the specific challenges involved in accounting for divestitures are the following:
 Any settlement agreement may result in changes in the form and/or substance of the accounting records.
It’s important to understand these changes and incorporate them into your financial reporting.
 Changes to financial systems and records need to occur at the same time as ongoing transactions (unless
a new entity is created, in which case the books will start from scratch).
 New organizational structures can trigger numerous compliance issues as well as changes in tax IDs and
the corporate name, which can be time consuming.
 Prior period financial statements may need to be adjusted to ensure that the financial information being
provided reflects current business conditions.
Failure to properly handle accounting for divestitures can result in a number of negative impacts on a company,
including the following:
1. Time spent restructuring financial systems can result in delays in current financial reporting.
2. The impact of the divestiture accounting can result in unanticipated taxable gains and losses if these aren’t
planned for properly.
3. Improper preparation of legal documents can result in financial statement misstatements.

The Complexity & Importance of Accounting for Divestitures

Page 1

© 2016 CFO Edge, LLC

Also, remember that it’s important to understand all the ramifications of the divestiture to ensure that proper proforma financial statements are issued to insure that management has at its disposal financial statements that
show proper ongoing operational comparisons.
How an Outsourced CFO Can Help
An outsourced CFO services provider can offer a number of solutions to help companies with their divestiture
accounting. For example, an outsourced CFO:
 Will possess the necessary accounting technical expertise to properly account for the business situation.
 Will know what to focus on and what kinds of potential divestiture accounting pitfalls to avoid.
 Will be able to review the divestiture documents before they’re signed to ensure that are no financial
issues are left unaccounted for.
Divestitures generally involve significant technical issues that require substantial knowledge and research. By
hiring an outsourced CFO, you will have the technical resources of the entire CFO services team at your
company’s disposal. Among the positive outcomes from hiring an outsourced CFO for help with divestiture
accounting are the following:
1. Assurance that the financial reporting reflects the current business structure, which will enable you to
proactively understand the comparables of the new organization.
2. An understanding by all parties of the potential tax consequences and financial impact of the divestiture.
3. Assurance that divestiture accounting is done properly and is properly documented, which will reduce
external audit time and effort.
Concluding Thoughts
Corporate divestitures have unique characteristics that set them apart from other components of M&A
transactions, which makes accounting for divestitures complex. Therefore, it’s recommended that companies
undertake a structured approach to accounting for divestitures that includes planning and preparation as well as
disciplined execution. An outsourced CFO services provider can offer a number of solutions to help companies
with their divestiture accounting.
About CFO Edge
CFO Edge, LLC delivers enterprise-class financial and operational performance solutions to executives
throughout Southern California. Based in Los Angeles, our formerly-seated chief financial officers engage on
demand as part-time CFOs, single-project CFOs, and interim CFOs to help business leaders successfully
resolve pressing challenges and realize their financial and operational goals. At CFO Edge, we are passionate
about helping our clients create, grow and sustain value. For more information, visit www.cfoedge.com or call
800.276.1750 Ext 101.
This publication has been prepared for general information on matters of interest only, and does not constitute professional advice on facts and
circumstances specific to any person or entity. You should not act upon the information contained in this publication without obtaining specific professional
advice. No representation or warranty (express or implied) is given as to the accuracy or completeness of the information contained in this publication. The
information contained in this material was not intended or written to be used, and cannot be used, for purposes of avoiding penalties or sanctions imposed
by any government or other regulatory body. CFO Edge, LLC, its members, employees and agents shall not be responsible for any loss sustained by any
person or entity who relies on this publication.
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