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The F i n a n c i a l  Accoun t ing  Standards Board (FASB) a p p r e c i a t e s  t h i s  o p p o r t u n i t y  

t o  submi t  t h i s  s ta tement  t o  the  Subcommittee. 

FASB a p p l y  b r o a d l y  t o  a l l  bus iness  e n t e r p r i s e s  t h a t  p r e p a r e  f i n a n c i a l  

s ta tements  i n  accordance w i t h  g e n e r a l l y  accepted  a c c o u n t i n g  p r i n c i p l e s ,  

i n c l u d i n g  f i n a n c i a l  i n s t i t u t i o n s .  

The pronouncements o f  t h e  

I n  response t o  reques ts  from t h e  Subcommittee s t a f f ,  t h i s  submiss ion  

addresses t h e  f o l l o w i n g  t o p i c s :  

1 .  Accoun t ing  f o r  r e g u l a t o r y  a s s i s t a n c e  programs i n c l u d i n g  t h e  use o f  

Income C a p i t a l  C e r t i f i c a t e s  and Permanent Income C a p i t a l  C e r t i f i c a t e s  

2 .  Accoun t ing  fo r  t r o u b l e d  deb t  r e s t r u c t u r i n g s  i n  accordance w i t h  

FASB Statement No. 15, Accoun t ing  by  Debtors  and C r e d i t o r s  f o r  

T roub led  Debt R e s t r u c t u r i n g s .  
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Accounting for Regulatory Assistance Programs 

Financial institutions are required to maintain a minimum level of net worth 

or capital for regulatory purposes. The Federal Home Loan Bank Board 

(FHLBB) and the three banking regulators, the Federal Reserve Board, the 

Federal Deposit Insurance Corporation ( F D I C ) ,  and the Office of the 

Comptroller of the Currency, require institutions under their jurisdictions 

to follow generally accepted accounting principles when reporting to the 

regulatory agencies unless different regulatory accounting principles apply. 

Faced with widespread weakness in financial institutions, regulators have on 

some occasions prescribed accounting practices that provide a means for 

institutions to meet minimum net worth requirements rather than to 

acknowledge directly that they are permitting exceptions to those 

requirements. 

regulatory accounting proposals. In each case, the Board or its staff has 

acknowledged that a regulatory body may have specific needs or objectives 

that lead it to depart from generally accepted accounting principles. 

However, each response has emphasized the importance of following generally 

accepted accounting principles in general purpose financial statements 

provided to shareholders, depositors, and other users of  that financial 

information. Our comments on those proposals were submitted to the 

Subcommittee as part of our November 7, 1985 testimony and are attached to 

the letters to the SEC included in this subm ssion. 

The FASB has reviewed and commented on a number of those 

Actions taken by regulatory agencies to perm t financial institutions to 

meet regulatory requirements have included lowering the regulatory net worth 

requirement and a1 lowi ng special exceptions to general ly accepted accounting 
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principles for reporting certain transactions in financial statements 

prepared for regulatory purposes. Some of these exceptions include 

deferring recognition of realized losses from sales of mortgage assets by 

spreading recognition of those losses over the remaining life of the 

certain fixed assets at appraised values if 

cal cost. 

mortgages so 

greater than 

d and 

amor t 

presenting 

zed histor 

Regulatory agencies have also provided financial assistance to 

institutions. FASB Statement No. 7 2 ,  Accounting for Certain Acquisitions of 

Banking or Thrift Institutions, specifies the accounting for financial 

assistance granted to an enterprise by a regulator in connection with an 

acquisition of a financial institution. Regulatory agencies have also 

designed assistance programs in which a regulatory insurer gives a 

promissory note to an institution in exchange for securities such as Net 

Worth Certificates (NWCs), Income Capital Certificates (ICCs), o r  Permanent 

Income Capital Certificates (PICCs) that are considered net worth of the 

institution for regulatory purposes. 

Accounting for Income Capital and Permanent Income Capital Certificates 

The PICC is the most recent development in the evolution of regulatory 

assistance programs. A PICC is a variation of the ICC, an assistance 

program first used by regulators in the early 1980 's .  The FASB understands 

that to date ICCs or PICCs have been issued by financial' institutions in 

connection with the acquisition of failing savings institutions or the 

placement of institutions in the Management Consignment Program of the 

Federal Savings and Loan Insurance Corporation (FSLIC). When ICCs or PICCs 

are issued in connection with an acquisition, the FSLIC, as receiver o f  a 
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failed inst 

significant 

tution that is being acquired and as the 

portion of that thrift's savings deposits 

and liabilities of the failed thrift to the acquiring 

acquired institution's liabilities usually exceed the 

nsurer of a 

transfers the assets 

institution. The 

fair value of its 

The acquirer is willing to assume the net liabilities for many .assets. 

reasons, including financial assistance granted by the regulator. That 

assistance can take a variety of forms. The form of assistance that 

general ly accompanies the ICC/PICC arrangement is to include a promissory 

note from the FSLIC. The acquiring thrift issues an ICC or a PICC to the 

FSLIC with a face amount equal to the face amount of the FSLIC note. 

The FASB recently considered the accounting by a savings and loan 

association for the proposed issue o f  an ICC or a PICC and receipt o f  a 

promissory note from the FSLIC. In a letter dated March 28,  1986 to Mr. A .  

Clarence Sampson, Chief Accountant of the SEC, James J. Leisenring, FASB 

Director of Research and Technical Activities, described the FASB staff's 

conclusion that the issuance o f  a PICC in return for an FSLIC promissory 

note should not cause the savings and loan association to report a net 

increase in liabilities or equity in general purpose financial statements 

until the FSLIC promissory note i s  sold. The promissory note and the PICC 

together comprise a package o f  regulatory assistance and should not be 

viewed in isolation from one another, but should be viewed as interrelated 

aspects o f  a single transaction. To focus only on the note or only on the 

PICC would overlook essential parts of the transaction. 

That letter sets forth the specifics of the proposed PICC arrangement, the 

information supplied to the FASB, and the staff's conclusions on the 

appropriate accounting as well as reasons supporting the staff's 
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conclusions. The FASB staff's conclusion is equally applicable to the 

accounting by the issuer of an ICC. In another letter to Mr. Sampson dated 

March 28, 1986, Donald J. Kirk, FASB Chairman, indicated that the Board had 

discussed PICC accounting at a pub1 ic Board meet 

reviewed the conclusions expressed in .the staff 

views. Copies of those two letters are attached 

ng held on March 27, 1986, 

etter, and endorsed those 

Accounting for Troubled Debt Restructurings 

Recent testimony of banking regulators before committees of the U . S .  

Congress has focused attention on Statement 15 as the appropriate 

authoritative literature to be used by banks with loan concentrations in 

certain troubled industries in accounting for the restructuring of those 

loans. The accounting has been characterized by some as a means for banks 

to avoid recognizing losses on those loans. 

The FASB issued Statement 15 in June 1977 to establish standards of 

financial accounting and reporting by the borrower and lender for a troubled 
debt restructuring. Statement 15 does not address accounting for 'a1 lowances 
for estimated uncollectible amounts. The Board had previously addressed the 

accounting and disclosure for estimated losses on receivables in FASB 

Statement No. 5, Accounting for Contingencies, and the principle that a loss 

is recognized when full collection becomes doubtful existed long before 

that. The complete conclusions and rationale are included in Statement 15. 

The summary which follows is a general description o f  the issues and the 

conclusions in the standard. 
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A lender loans cash with the expectation that the future cash receipts, both 

those designated as interest and those designated as face amount, specified 

by the terms o f  the agreement will provide a return o f  the amount loaned as 

well as a return or yield on the loan. The difference between the amount a 

lender loans and the amount it receives from the borrower's payments of 

interest and face amount is the return on the investment for the entire 

period the receivable is held. A major accounting question is the 

attribution of this yield to the periods o f  time that the receivable is held. 

Statement 15 defines a troubled debt restructuring as follows: 

A restructuring o f  a debt constitutes a troubled debt 
restructuring . . . if the creditor for economic or legal reasons 
related to the debtor's financial difficulties grants a 
concession to the debtor that it would not otherwise consider. 
That concession either stems from an agreement between the 
creditor and debtor or is imposed by law or a court. for 
example, a creditor may restructure the terms of a debt to 
alleviate the burden of the debtor's near-term cash requirements, 
and many troubled debt restructurings involve modifying terms to 
reduce or defer cash payments required of the debtor in the near 
future to help the debtor attempt to improve its financial 
condition and eventually be able to pay the creditor. Or, for 
example, the creditor may accept cash, other assets, or an equity 
interest in the debtor in satisfaction of the debt though the 
value received is less than the amount of the debt because the 
creditor concludes that step will maximize recovery o f  its 
investment. 

A troubled debt restructuring can involve (a) a transfer from the borrower 

to the lender of receivables from third parties, real estate, or other 

assets in full or partial satisfaction o f  the debt; (b> issuance or other 

granting of an equity interest to the lender by the borrower in full or 

part a1 satisfaction of the debt; (c) a modification of  the terms of the 

debt or (d) some combination of the above. The modifications of the terms 

of a debt referred to in ( c )  above include (i )  a reduction o f  the stated 
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interest rate, ( i i )  extension of the maturity date or dates at a stated 

interest rate lower than the current market rate for new debt with similar 

risk, ( i i i )  reduction of the face amount of the debt, (iv) reduction of 

previously accrued interest, or (VI some combination of the above (i-iv). 

Statement 15 distinguishes troubled debt restructurings based on their 

substance. 

considered as two types: (a) those that involve transfers of resources by 

the borrower to the lender in full settlement of the borrower's obligation 

The Board concluded that troubled debt restructurings could be 

and (b> those that involve a modification of terms whether or not the 

modification involves the transfer of resources by the borrower to the 

lender. In Statement 15, the Board concluded that a troubled debt 

restructuring that involves the transfer of receivables from third parties, 

real estate, or other assets or the issuance or other granting of equity 

interests to settle fully a loan requires accounting for the resources 

transferred at fair value and recognition of gain or loss.  

a troubled debt restructuring involves a modification of terms without the 

full settlement through a transfer o f  resources, the restructured debt is 

considered a continuation of the existing debt with modified terms. 

In contrast, if 

The majority of the attention on Statement 1 5  in recent weeks has focused on 

the standards related to the lender's accounting in a troubled ebt 

restructuring that involves a modification of terms. According y, this 

submission concentrates on accounting by the lender that is set forth in 

Statement 15 for this type of restructuring. 
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Modification of Terms of a Loan 

Modification of terms of debt is not unusual for financial institutions. In 

the comment letter received from the Federal Reserve System while the FASB 

was formulating Statement 15, then Chairman Dr. Arthur F. Burns noted that 

"in the ordinary course of business, commercial banks typically expect to 

encounter numerous situations in which the terms and conditions of 

particular credits need to be recast." Others in the banking community have 

also indicated that restructuring of debt is a normal and expected part of 

the banki ng business. 

This Subcommittee has heard testimony that the accounting set forth in 

Statement 15 does not result in a lender reflecting a loss when a lender 

agrees to a troubled debt restructuring. Restructurings, whether considered 

troubled or not, affect the contractual cash flows between the borrower and 

the lender but may not require accounting recognition until other events 

occur. 

In a troubled debt situation, the borrower is unable to perform under the 

terms of the existing loan agreement. In these circumstances, the lender 

evaluates the alternatives available to maximize its cash flows from the 

loan. In assessing its cash flow prospects, a lender may look either to 

collections from the borrower--the likely future cash receipts of interests 

and face amount--or to amounts recoverable from potential pursuit of 

specific collateral or other assets of  the.borrower. In order to maximize 

realization of future cash flows, the lender may grant a concession to the 

borrower, a concession not contemplated when the loan was made and one that 

would not otherwi se be granted absent the borrower I s f i nanci a1 

4748s 



Page 9 

difficulties. In granting the concession, the lender unilaterally may 

forfeit its right to otherwise contractual cash flows. Whether granting the 

concession provides the basis for recognition of a loss requires analysis o f  

the terms of the concession; a loss is not recognized merely because the 

loan is nonperforming and the original loan terms have been modified. 

Whatever the form of the concession granted to the borrower, the lender's 

objective is to make the best of a difficult situation because the borrower 

has financial difficulties. The lender grants concessions to improve the 

prospects of col lecti bi 1 i ty or enhance the value of a nonperforming loan. 

Depending on the type of concession granted and whether that concession is 

granted in partial or full settlement of the borrower's obligation, 

different accounting issues arise. 

Two major issues arise in accounting by a lender for a troubled debt 

restructuring that involves a modification of terms. The first issue 

involves whether to: 

a. make no change in the recorded investment for the receivable and 

recognize the effects of the modification in the future as reduced 

interest income over the term of the restructured debt, or 

b .  recognize a loss by reducing the recorded investment and thereafter 

recognize higher interest income. 

The interest method is used in both alternatives (a) and (b> to attribute 

interest income to periods between restructuring and the maturity date. The 

implicit annual interest rate will be higher and the resulting interest 
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income w i l l  be g r e a t e r  i n  each of t h e  r e m a i n i n g  p e r i o d s  i f  t h e  l e n d e r ,  

r e c o g n i z e s  a loss a t  t h e  d a t e  o f  t h e  r e s t r u c t u r i n g  r a t h e r  t h a n  a c c o u n t i n g  i n  

t h e  f u t u r e  f o r  t h e  m o d i f i e d  t e r m s .  

The second i s s u e  i n v o l v e s  two r e l a t e d  q u e s t i o n s .  The first q u e s t i o n  i s  

whether  t h e  a c c o u n t i n g  a1 t e r n a t i v e  s e l e c t e d  above shou ld  a p p l y  b o t h  t o  

m o d i f i c a t i o n s  i n  t h e  t i m i n g  o f  payments and t o  m o d i f i c a t i o n s  i n  t h e  amounts 

t o  be p a i d .  The second q u e s t i o n  i s  whe the r  t h e  same a c c o u n t i n g  s h o u l d  a p p l y  

b o t h  t o  m o d i f i c a t i o n s  o f  amounts d e s i g n a t e d  as i n t e r e s t  and t o  m o d i f i c a t i o n s  

o f  amounts d e s i g n a t e d  as f a c e  amount. 

S ta tement  15 conc luded  t h a t  i f  a r e s t r u c t u r i n g  i n v o l v e s  a m o d i f i c a t i o n  o f  

terms, the restructured loan continues an existing loan with changed terms. 

The e f f e c t  on  t o t a l  cash flows i s  t h e  i s s u e ,  n o t  whether  t h e  m o d i f i c a t i o n s  

a p p l y  t o  t h e  cash flows d e s i g n a t e d  as face amount or those  d e s i g n a t e d  as 

i n t e r e s t .  The l e n d e r ' s  p r i m a r y  o b j e c t i v e  i s  t o  enhance t h e  p r o s p e c t s  f o r  

r e c o v e r y  o f  i t s  i n v e s t m e n t  by r e d u c i n g  t h e  e f f e c t i v e  i n t e r e s t  r a t e  from t h e  

r e s t r u c t u r i n g  t o  m a t u r i t y .  A l e n d e r  wou ld  g e n e r a l l y  p r e f e r  t o  a l l e v i a t e  t h e  

b o r r o w e r ' s  cash d i f f i c u l t i e s  by  d e f e r r i n g  payment o f  t h e  amount d e s i g n a t e d  

as f a c e  amount r a t h e r  t h a n  by  r e d u c i n g  i t  because d e f e r r i n g  payment may 

b e t t e r  p r e s e r v e  a l e n d e r ' s  maximum c l a i m  i n  t h e  e v e n t  o f  t h e ' b o r r o w e r ' s  

b a n k r u p t c y .  S ta temen t  15 r e q u i r e s  t h a t  t h e  a c c o u n t i n g  f o r  t h a t  k i n d  of 

m o d i f i c a t i o n  be c o n s i s t e n t  w i t h  t h e  a c c o u n t i n g  for o t h e r  m o d i f i c a t i o n s  o f  

terms a f f e c t i n g  f u t u r e  cash f lows. 

Sta tement  15 p r o v i d e s  t h a t  a c c o u n t i n g  for t h e  r e s t r u c t u r e d  d e b t  s h o u l d  be 

based on  t h e  e f f e c t  on  cash f l ows- -no t  on  t h e  l a b e l s  used t o  d e s i g n a t e  t h o s e  

amounts. S ta temen t  15 v iews t h e .  l e n d e r - b o r r o w e r  r e l a t i o n s h i p  as 
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encompassing a l l  r e q u i r e d  cash flows under  t h e  agreement, n o t  m e r e l y  by  t h e  

cash f lows d e s i g n a t e d  as repayment o f  t h e  f a c e  amount. 

i n v e s t m e n t  i n  a r e c e i v a b l e  r e p r e s e n t s  t h e  p r e s e n t  v a l u e  o f  a l l  f u t u r e  cash 

r e c e i p t s  s p e c i f i e d  by  t h e  t e r m s  o f  t h e  d e b t  d i s c o u n t e d  a t  an e f f e c t i v e  

i n t e r e s t  r a t e .  

The r e c o r d e d  

Whether an amount due a t  a p a r t i c u l a r  t i m e  i s  d e s c r i b e d  as 

t h e r  t h e  p r e s e n t  v a l u e  o f  t h e  amount or  i n t e r e s t  does n o t  a f f e c t  e f a c e  

r e c e  v a b l e  or i t s  e f f e c t i v e  i n t e r e s t  r a t e  

S ta temen t  15 r e q u i r e s  loss r e c o g n i t i o n  t o  t h e  e x t e n t  t h a t  t h e  

aggrega te  cash f lows a r e  l e s s  t h a n  t h e  r e c o r d e d  i n v e s t m e n t  of 

c o n c l u d i n g  t h a t  a t r o u b l e d  d e b t  r e s t r u c t u r i n g  i n v o l v i n g  a mod 

terms a f f e c t s  p r i m a r i l y  t h e  f u t u r e  e f f e c t i v e  i n t e r e s t  r a t e .  

r e s t r u c t u r e d  

t h e  r e c e i v a b l e  

f i c a t i o n  o f  

c c o r d i n g l y ,  

t h e  e f f e c t i v e  i n t e r e s t  r a t e  i m p l i c i t  i n  t h e  r e s t r u c t u r e d  r e c e i v a b l e  and t h e  

aggrega te  cash f lows s p e c i f i e d  by  t h e  m o d i f i e d  t e r m s  a r e  used by  t h e  l e n d e r  

t o  r e c o g n i z e  i n t e r e s t  income between t h e  d a t e  of r e s t r u c t u r i n g  and t h e  

m a t u r i t y  d a t e .  

r e s t r u c t u r i n g  under  S ta tement  15 i n  a v a r i e t y  of c i r c u m s t a n c e s .  

Appendix  A i l l u s t r a t e s  a c c o u n t i n g  for  a t r o u b l e d  d e b t  

S ta tement  15 a l s o  r e q u i r e s  d i s c l o s u r e s  by  l e n d e r s  i n v o l v e d  i n  t r o u b l e d  d e b t  

r e s t r u c t u r i n g s  o f  t h e  e f f e c t s  o f  those  r e s t r u c t u r i n g s .  

t h e  aggrega te  r e c o r d e d  i n v e s t m e n t ,  t h e  g ross  i n t e r e s t  income t h a t  wou ld  have 

been r e c o r d e d  i n  t h e  p e r i o d  on those  r e c e i v a b l e s  w i t h o u t  t h e  r e s t r u c t u r i n g ,  

and t h e  amount o f  i n t e r e s t  income t h a t  was i n c l u d e d  i n  n e t  income fo r  t h e  

p e r i o d .  Those r e q u i r e d  d i s c l o s u r e s  se rve  t o  i n f o r m  u s e r s  o f  t h e  l e n d e r ' s  

f i n a n c i a l  s ta temen ts  abou t  t h e  concess ions  g r a n t e d  t o  t h e  b o r r o w e r .  

They must  d i s c l o s e  

The a c c o u n t i n g  s e t  f o r t h  i n  S ta tement  15 i s  g e n e r a l l y  symmet r i ca l  f o r  t h e  

l e n d e r  and t h e  b o r r o w e r .  Thus, i n  r e s t r u c t u r i n g s  t h a t  i n v o l v e  a 
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m o d i f i c a t i o n  o f  t e r m s ,  t h e  bo r rower  r e c o g n i z e s  no g a i n  u n l e s s  t h e  c a r r y i n g  

amount o f  t h e  d e b t  exceeds t h e  t o t a l  f u t u r e  cash payments s p e c i f i e d  by t h e  

ng a r e  r e f l e c t e d  i n  f u t u r e  p e r i o d s  new t e r m s .  The e f f e c t s  o f  t h e  r e s t r u c t u r  

by  t h e  b o r r o w e r  as l ower  i n t e r e s t  expense 

When t h e  FASB s o l i c i t e d  p u b l i c  comment on  t h e  a c c o u n t i n g  t h a t  i s  now s e t  

f o r t h  i n  S ta temen t  15, some responden ts  a rgued t h a t  t h e  l e n d e r  shou ld  a d j u s t  

t h e  r e s t r u c t u r e d  l o a n  t o  i t s  f a i r  v a l u e  by d i s c o u n t i n g  t h e  m o d i f i e d  cash 

flows a t  a c u r r e n t  marke t  r a t e  or ,  a l t e r n a t i v e l y ,  s u b j e c t  t h e  m o d i f i e d  te rms  

t o  a p r e s e n t  v a l u e  c a l c u l a t i o n  w i t h  t h e  cash f l o w s  d i s c o u n t e d  a t  t h e  

p r e - r e s t r u c t u r i n g  r a t e .  O t h e r  responden ts  advocated  loss r e c o g n i t i o n  o n l y  

by  t h e  l e n d e r  i n  r e s t r u c t u r i n g s  t h a t  i n v o l v e d  a r e d u c t i o n  o f  t h e  amount 

d e s i g n a t e d  as f a c e  amount. I f  e i t h e r  of t hose  approaches had been adop ted  

i n  S ta temen t  1 5 ,  l e n d e r s  wou ld  g e n e r a l l y  r e c o g n i z e  a loss a t  t h e  d a t e  of 

r e s t r u c t u r i n g  f o  lowed by  r e c o g n i z i n g  h i g h e r  i n t e r e s t  income on t h e  m o d i f i e d  

l o a n .  Many c o n t  nue to  advocate  these  a l t e r n a t i v e  approaches,  and t h e  

Subcommittee has heard  t e s t i m o n y  t o  t h a t  e f f e c t .  The Board r e j e c t e d  b o t h  o f  

those  approaches fo r  d e b t  r e s t r u c t u r i n g s  i n v o l v i n g  a m o d i f i c a t i o n  o f  t e r m s .  

E v a l u a t i o n  o f  C o l l e c t i b i l i t y  

R e s t r u c t u r e d  d e b t  accounted  for  i n  accordance w i t h  S ta temen t  15 does n o t  

r e l i e v e  a f i n a n c i a l  i n s t i t u t i o n  o f  i t s  o b l i g a t i o n  under  S ta tement  5 and 

e a r l i e r  g e n e r a l l y  accep ted  a c c o u n t i n g  p r i n c i p l e s  t o  e v a l u a t e  t h e  

c o l l e c t i b i  1 i t y  o f  t h e  amounts due under  newly  r e s t r u c t u r e d  t e r m s .  

t h a t  t h e  l o a n  arrangement  needs t o  be r e s t r u c t u r e d  i s  ev idence  t h a t  u l t i m a t e  

c o l l e c t i b i l i t y  i s  n o t  assured.  I f  c a r e f u l  assessment o f  a l o a n  r e c e i v a b l e  

shows t h a t . f u l 1  c o l l e c t i o n  i s  s t i l  q u e s t i o n a b l e  a f t e r  a r e s t r u c t u r i n g ,  

The f a c t  
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Sta tement  5 r e q u i r e s  r e c o g n i t i o n  of t h e  loss i f  t h e  loss has n o t  a l r e a d y  

been r e c o g n i z e d  or if p r i o r  r e c o g n i t i o n  was i n a d e q u a t e .  

on a r e c e i v a b l e  i s  r e q u i r e d  if b o t h  o f  t h e  f o l l o w i n g  c o n d i t i o n s  a r e  m e t :  

R e c o g n i t i o n  o f  l o s s  

a. I n f o r m a t i o n  a v a i l a b l e  p r i o r  t o  issu.ance o f  t h e  f i n a n c i a l  s t a t e m e n t s  

i n d i c a t e s  t h a t  i t  i s  p r o b a b l e  t h a t  an a s s e t  has been i m p a i r e d  a t  t h e  

d a t e  o f  t h e  f i n a n c i a l  s t a t e m e n t s .  I t  i s  i m p l i c i t  i n  t h i s  c o n d i t i o n  

t h a t  i t  must  be p r o b a b l e  t h a t  one or more f u t u r e  e v e n t s  w i l l  o c c u r  

c o n f i r m i n g  t h e  f a c t  o f  loss.  

b .  The amount o f  t h e  loss  can be r e a s o n a b l y  e s t i m a t e d .  

FASB Techn ica l  B u l l e t i n  No. 79-6,  V a l u a t i o n  A l l owances  F o l l o w i n g  Debt  

R e s t r u c t u r i n g ,  and f o o t n o t e s  18 and 34 of S ta temen t  15 p r o v i d e  t h a t  an 

assessment o f  t h e  c o l l e c t i b i l i t y  o f  a r e c e i v a b l e  w i t h  m o d i f i e d  t e r m s  i s  

necessary  f o l l o w i n g  a t r o u b l e d  d e b t  r e s t r u c t u r i n g .  

assessed f o r  i n d i v i d u a l  r e c e i v a b l e s  o r  f o r  g roups  o f  s i m i l a r  t y p e s  o f  

r e c e i v a b l e s .  R e c o g n i t i o n  of loss i s  r e q u i r e d  even though t h e  p a r t i c u l a r  

r e c e i v a b l e s  t h a t  a r e  u n c o l l e c t i b l e  may n o t  be i d e n t i f i a b l e .  

C o l l e c t i b i l i t y  may be 

I n  i s s u i n g  S ta temen t  15,  t h e  FASB knew i t s  p r o v i s i o n s  wou ld  be 

c o n t r o v e r s i a l .  . The s t a n d a r d  r e s u l t e d  from t h e  B o a r d ' s  normal  p rocedures  

wh ich  i n v o l v e  e x t e n s i v e  due p rocess  p r i o r  t o  t h e  i ssuance  o f  a f i n a l  

s tandard .  I n  r e a c h i n g  t h e  c o n c l u s i o n s  s e t  f o r th  i n  t h e  s t a n d a r d ,  t h e  Board  

cons ide red  and u l t i m a t e l y  r e j e c t e d  a number o f  a c c o u n t i n g  a l t e r n a t i v e s .  

reasons fo r  t h e  B o a r d ' s  acceptance or r e j e c t i o n  of v a r i o u s  v iews a r e  

summarized i n  t h e  B a s i s  f o r  Conc lus ions  p o r t i o n  of t h e  s t a n d a r d .  Cop ies  o f  

t h e  Statement  and t h e  p u b l i c  r e c o r d  s u p p o r t i n g  t have been s u b m i t t e d  u n d e r  

The 

separa te  cove r  t o  t h e  s t a f f  o f  t h e  Subcommittee 
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* * * * * *  

The F i n a n c i a l  Accoun t ing  Standards Board a p p r e c i a t e s  t h i s  o p p o r t u n i t y  t o  

p r o v i d e  the  Subcommittee w i t h  background fo r  c e r t a i n  s i g n i f i c a n t  a c c o u n t i n g  

i ssues  t h e  Board be l ie 'ves  have i m p l i c a t i o n s  f o r  f i n a n c i a l  i n s t i t u t i o n s .  The 

Board and i t s  s t a f f  con-t inue t o  m o n i t o r  developments t h a t  a f f e c t  f i n a n c i a l  

i n s t i t u t i o n s .  I n  a d d i t i o n ,  t he  FASB has for  some t i m e  been c o n s i d e r i n g  t h e  

need fo r  a d d i t i o n a l  e f f o r t s  t o  e s t a b l i s h  b road s tandards  t o  improve 

d i s c l o s u r e  o f  and r e c o n s i d e r  t h e  r e c o g n i t i o n  and measurement of f i n a n c i a l  

i n s t r u m e n t s .  The s t a f f  o f  t h e  FASB has deve loped a p r o j e c t  p r o p o s a l  and 

w i l l  recommend t h a t  t h e  Board add t o  i t s  agenda a ma jo r  p r o j e c t  on t h a t  

s u b j e c t .  The p r o j e c t  would have s i g n i f i c a n t  imp1 i c a t i o n s  f o r  f i n a n c i a l  

i n s t i t u t i o n s  as w e l l  as for commercial and i n d u s t r i a l  e n t e r p r i s e s .  The 

p o t e n t i a l  scope of t h a t  p o s s i b l e  p r o j e c t  i s  summarized i n  Appendix 6 .  
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