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The FASB eliminates TDR recognition and measurement
guidance for creditors and requires new disclosures.

Applicability
ASU 2022-02, Troubled Debt Restructurings and Vintage Disclosures

Applies to all entities after adopting Topic 326 (credit losses).

Fast facts, impacts, actions
ASU 2022-02 affects all creditors that have adopted Topic 326. It addresses two distinct areas.

— Eliminates separate recognition and measurement guidance for troubled debt
restructurings (TDRs), so creditors will apply the same guidance to all
modifications when determining whether a modification results in a new

Modifications of receivable or a continuation of an existing receivable.

CEEVEREERDIE LIS Requires expected credit losses measured under a discounted cash flow (DCF)

experiencing financial method to be determined using an effective interest rate (EIR) based on the

difficulty .under Topic receivable’s modified (not original) contractual terms for all modified receivables;

310 (receivables) a DCF (or reconcilable) method is no longer required for any modified receivables.

— Enhances disclosures by creditors for modifications of receivables from debtors
experiencing financial difficulty in the form of principal forgiveness, an interest
rate reduction, an other-than-insignificant payment delay or a term extension.

Vintage disclosures — Augments existing disclosures by requiring creditors that are public business
under Topic 326 entities to disclose current-period gross writeoffs by year of origination (i.e. the
vintage year) for financing receivables and net investments in leases.

The ASU is applied prospectively to modifications and writeoffs beginning the first day of the fiscal year
of adoption. However, a creditor may elect to adopt on a modified retrospective basis the effect on the
allowance for credit losses related to the ASU's elimination of the TDR recognition and measurement
guidance. See Effective dates and transition.

Entities should start gathering information and developing
processes to change how they measure the allowance for credit losses
related to TDRs and to satisfy the new and enhanced disclosure

requirements. Entities will need to evaluate a larger population of
modifications to determine whether to account for them as new receivables
or continuations of the existing receivables.
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https://www.fasb.org/page/document?pdf=ASU%202022-02.pdf&title=ACCOUNTING%20STANDARDS%20UPDATE%202022-02%E2%80%94FINANCIAL%20INSTRUMENTS%E2%80%94CREDIT%20LOSSES%20(TOPIC%20326):%20TROUBLED%20DEBT%20RESTRUCTURINGS%20AND%20VINTAGE%20DISCLOSURES
https://www.fasb.org/page/document?pdf=ASU%202022-02.pdf&title=ACCOUNTING%20STANDARDS%20UPDATE%202022-02%E2%80%94FINANCIAL%20INSTRUMENTS%E2%80%94CREDIT%20LOSSES%20(TOPIC%20326):%20TROUBLED%20DEBT%20RESTRUCTURINGS%20AND%20VINTAGE%20DISCLOSURES

Modifications of receivables to debtors experiencing financial difficulty
Background

Under current US GAAP, a modification of a receivable is a TDR if the creditor grants a concession to a
debtor experiencing financial difficulty. A modification that results in only a delay in payment that is
insignificant is not considered a TDR.

The accounting under current US GAAP for a receivable modification that is a TDR is summarized as
follows.

— Unamortized deferred fees and costs from the original receivable are carried forward in the amortized
cost basis of the modified receivable, with costs related to the modification expensed as incurred.

— The EIR used when a DCF (or reconcilable) method is used to measure expected credit losses is
based on the original contractual rate; a DCF (or reconcilable) method is required to measure the
expected credit losses for certain TDRs.

In connection with its post-implementation review of Topic 326, the FASB was informed by stakeholders
that designation of a receivable modification as a TDR and the related accounting and disclosure are
unnecessarily complex and no longer provide decision-useful information under a lifetime expected credit
loss model. In response, the FASB decided to eliminate the TDR recognition and measurement guidance
and enhance disclosures for modifications of receivables from debtors experiencing financial difficulty.

Elimination of TDR recognition and measurement guidance

The ASU eliminates the recognition and measurement guidance for TDRs by creditors. Instead, creditors
will evaluate how to account for modifications that had been subject to the TDR guidance using the
following decision tree.

Is the restructured receivable's
EIR at least equal to the EIR for
comparable receivables from the |

creditor's other new customers

with similar collection risks?

No Account for modification as continuation
of existing receivable

Yes No
\ 4
Has the present value of cash No Is the modification more than minor based
flows changed by at least 10% »  on the specific facts and circumstances
(the '10% cash flow test')? surrounding the modification?
Yes Yes

Account for modification as a new receivable

Observation: In most cases, receivable modifications that were historically
considered TDRs will be treated as continuations of an existing receivable
because they will not have a market EIR.
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The following table summarizes the accounting for all receivable modifications after adopting the ASU.

— Unamortized deferred fees and costs are carried forward in the amortized
Continuation of cost basis of the modified receivable, along with any new fees received
existing and direct costs associated with the restructuring.

receivable — A ‘post-modification derived EIR’ (i.e. an EIR based on the modified terms)
(Subtopic 310-20) is used when a DCF method is used to measure expected credit losses; a
DCF method is not required.

— Unamortized deferred fees and costs associated with the original
receivable and any prepayment penalties are recognized in interest

New receivable income.

(SO GLIRFIEIORE — A new receivable is recognized.

— A post-modification EIR is used when a DCF method is used to measure
expected credit losses; a DCF method is not required.

Topic 326 currently provides specific guidance on measuring
credit losses for TDRs. Because the effects of certain concessions can be
captured only through a DCF method, a DCF (or reconcilable) method is
required for measuring expected credit losses for some TDRs — e.g. interest
rate concessions or more than insignificant delays in payment (i.e. term
extensions or forbearances). After adopting the ASU, an entity will no longer
be required to use a DCF method and will use an EIR based on the post-
modified contractual rate. These changes will generally result in smaller
allowances for credit losses for modifications that previously would have
applied the TDR guidance.

Enhanced disclosures for modifications of receivables from debtors experiencing financial difficulty

The ASU also enhances disclosure requirements by creditors for modifications of receivables from
debtors experiencing financial difficulty in the form of principal forgiveness, an interest rate reduction, an
other-than-insignificant payment delay or a term extension. A covenant waiver or modification of a
contingent acceleration clause is not considered a term extension. The disclosure requirements apply
regardless of whether the creditor determines that the modification represents a continuation of the
existing receivable or a new receivable.

The ASU’s guidance for determining whether a debtor is
‘experiencing financial difficulty” and whether a modification results only in a
‘delay in payment that is insignificant’ is largely the same as existing
guidance used to determine whether a modification is a TDR. However,

under the ASU, an entity only considers the cumulative effect of
restructurings made within the 12-month period before the current
restructuring when determining whether a delay in payment resulting from
the current restructuring is insignificant.

The objective of the disclosures is to provide financial statement users with information about the type
and magnitude of modifications of receivables from debtors experiencing financial difficulty, the financial
effect of those modifications, and the degree of success of the modifications in mitigating potential
credit losses. The required disclosures include:

— the types of modifications used by the creditor;
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— the financial effect of modifications, by type of modification, including information about the changes
to the contractual terms as a result of the modifications;

— receivable performance in the 12 months after its modification;

— qualitative information about how the modifications and the debtors’ subsequent performance are
factored into determining the allowance for credit losses; and

— the amount of commitments, if any, to lend additional funds to debtors experiencing financial
difficulty that entered into a modification.

The enhanced disclosures will be broader in scope than the
disclosures for modifications of receivables previously considered to be
TDRs.

The ASU provides an example to illustrate how an entity might meet the
enhanced disclosure requirements based on specific facts and
circumstances.

Vintage disclosures — gross writeoffs

Financial statement users informed the FASB that disclosure of gross writeoffs by year of origination
provides particularly important information that allows them to better understand changes in the credit
quality of a creditor’s receivable portfolio and underwriting performance.

As a result of this feedback, the ASU requires a public business entity to disclose current-period gross
writeoffs by year of origination for financing receivables and net investments in leases in the scope of
Subtopic 326-20.

The FASB chose not to require disclosure of gross recoveries.
The ASU amends the illustrative disclosure of credit quality indicators in
Subtopic 326-20 by removing the gross recovery information.

Effective dates and transition

Entities that have adopted Topic
326

Other entities

Annual and interim
periods — Fiscal
years beginning
after

December 15, 2022; consistent with

December 15, 2022 when the entity first applies Topic 326

Yes; early adoption is permitted for an entity that has adopted Topic 326 in any
interim period as of the beginning of the fiscal year that includes the interim
period. An entity may elect to early adopt the amendments related to
receivable modifications separately from the amendments related to vintage
disclosures.

Early adoption
permitted?

Transition provisions

The amendments in the ASU are applied prospectively to modifications and writeoffs after the first day of
the fiscal year of adoption. However, related to the elimination of recognition and measurement of TDRs
by creditors, an entity can elect to apply the ASU on a modified retrospective basis to recognize any
change in the allowance for credit losses that had been recognized for receivables previously modified (or
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reasonably expected to be modified) in a TDR. This election would result in a cumulative-effect
adjustment to retained earnings as of the beginning of the fiscal year of adoption.

An entity that elects to early adopt in an interim period (other than
the initial interim period of the fiscal year) will need to determine the impact
of applying all aspects of the guidance during the previous interim periods

within the fiscal year. For example, an entity would need to reevaluate
whether receivables modified in TDRs in previous interim periods within the
fiscal year would be accounted for as new receivables rather than
continuations of the existing receivables.
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