
WWith the recent economic downturn still currently in focus, the 
Financial Accounting Standards Board has noted that creditors 
have significantly increased the volume of debt they are restructuring 
or modifying.

For example, creditors may agree to restructure a debt to defer 
principal payments or maturity dates, decrease the amount of 
payments due for a temporary or permanent time period, or delay 
collection in exchange for additional collateral or guarantees.

In response to the volume of debt restructurings, the Financial 
Accounting Standards Board (FASB) released Accounting 
Standards Update (ASU) 2011-02, A Creditor’s Determination of 
Whether a Restructuring Is a Troubled Debt Restructuring, in 
April 2011. This guidance amends the guidance in the FASB 
Accounting Standards Codification (ASC) Topic 310, Receivables.

The intent of the FASB in developing this guidance is for 
creditors to have improved financial reporting. The guidance will 
also enable greater consistency in the manner that U.S. generally 
accepted accounting principles are applied for a variety of types 
of debt restructurings.

Public entities will need to implement 
the amended guidance in FASB ASC 310 
very quickly. The guidance is effective for 
the first interim or annual reporting 
period beginning on or after June 15, 
2011.

For private entities, the amendments 
are effective for annual periods ending on or after Dec. 15, 2012, 
including interim periods within those annual periods. Both public 
and private entities may implement the guidance early.

In evaluating whether a restructuring falls under the umbrella 
of troubled debt restructurings, creditors must separately conclude 
that both of the following conditions exist:

1. The restructuring constitutes a concession.
2. The debtor is experiencing financial difficulties.
Troubled debt restructurings of receivables are considered to 

have occurred when creditors grant debtors a concession, or conces-
sions, for legal or economic reasons related to the debtors’ financial 
difficulties. When receivables are restructured as troubled debt 
restructurings, there is a presumption that the receivables are 
impaired and, thus, are subject to a specific impairment measurement 
methodology.

In evaluating whether they have 
granted concessions to debtors, credi-
tors need to consider the following:

◆ Debtors otherwise do not have 
access to funds at market rates for 
debt with similar risk characteristics.

◆ Temporary or permanent 
increases in contractual interest rates 
as a result of restructuring would not 
preclude the restructuring from being 
considered to include concessions.

◆ Restructurings that result in 
delays in insignificant payments 
would not constitute concessions.

Fundamental principle – The 
ASU 2011-02 amendments to FASB 

See Debt restructuring on page 2

Once all conditions are satisfied, the recognition pattern 
is determined by whether employees are required to perform 
future services to receive the termination benefits.

◆ If future services are not required, reporting entities 
need to recognize costs immediately.

◆ If future services are required, reporting entities 
should recognize the costs ratably over the required future 
service period.
Other postemployment benefits

Other postemployment employee benefits are benefits 
provided in accordance with mutually understood benefit 
arrangements between employers and employees or former 
employees. 

Mutually understood benefit arrangements might be 
achieved through either written plans or consistent practice 
that results in the conclusion that these types of plans are 
substantive.

Entities need to record these types of benefits when all 

the following conditions are 
met:

◆ Existing situations or 
sets of circumstances indicate 
that an employer has incurred 
an obligation related to the 
mutual understanding of  
benefits to which employees 
will be entitled.

◆ It is probable that the 
employer will pay the  
benefits.

◆ The amount of the 
benefits can be reasonably 
estimated. ❧
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Employers may provide 
benefits to employees whose 
employment has been termi-
nated. How do employers 
account for these benefits?

The types of benefits pro-
vided may represent contractual 
termination benefits, special 
termination benefits, one-time 
termination benefits or other 
postemployment benefits. A 
thorough analysis needs to be 
performed related to the appro-
priate accounting guidance 
used when addressing partic-
ular facts and circumstances for 
each reporting entity.

The authoritative technical 
literature guidance for termi-
nation benefits is in the 
Financial Accounting Standards 
Board Accounting Standards 
Codification (FASB ASC) pri-
marily within two broad topic 
areas:

◆ FASB ASC Topic 712, 
Compensation – Nonretirement 
Postemployment Benefits

◆ FASB ASC Topic 420, Exit or Disposal Cost Obligations
Generally, the guidance in FASB ASC 712 applies when 

addressing accounting issues associated with contractual  
termination benefits, special termination benefits or other 
postemployment benefits. Then, the guidance in FASB ASC 
420 applies when addressing one-time termination benefits.

Contractual termination benefits
Contractual employee termination benefits are benefits 

provided in accordance with an existing plan or agreement 
stipulating that termination benefits are due only upon the 
occurrence of a specified event.

This type of circumstance arises in situations that include, 
among other things, when a reporting entity closes a plant. In 
these circumstances, the expense and related liability associated 
with the benefits to be received need to be recorded when it is 

probable that the employees 
will be entitled to receive the 
benefits and the amount of 
the benefits can be reasonably 
estimated.

Essentially, the liability for 
contractual termination benefits 
should be recorded largely as 
described in the guidance 
found in FASB ASC 450, 
Contingencies, which is used to 
account for loss contingencies. 
Using that guidance, losses 
associated with contingencies 
are recognized when:

◆ Incurring the losses is 
probable.

◆ The amount of any loss 
is reasonably estimable.
Special termination 
benefits

Special employee termina-
tion benefits are benefits 
offered for a short time by 
employer entities to employees 
in exchange for their voluntary 
termination. This type of situa-

tion arises, as an example, when a reporting entity deems it 
necessary to downsize a work force.

In these circumstances, the expense and related liability 
associated with the benefits to be received need to be recorded 
when both of the following conditions exist:

◆ Employees accept the termination benefit offer.
◆ The amount of the benefits can be reasonably estimated.
Paralleling the guidance for contractual termination benefits, 

the accounting requirements for special termination benefits, 
again, largely follow the guidance associated with loss contingency 
recognition and measurement in FASB ASC 450.

One-time termination benefits
One-time employee termination benefits are benefits provided 

to employees who are involuntarily terminated. The terminated 
employees do not receive benefits, and the employers do not 

provide benefits, under terms of (1) ongoing 
benefit arrangements, (2) enhancements to 
ongoing benefit arrangements that would apply 
to future events, or (3) voluntary termination 
benefits. Situations in which one-time benefits 
are provided arise when, among other things, 
reporting entities plan to reduce their operating 
costs due to certain product line phaseouts, etc.

Unlike the guidance for contractual employee 
termination benefits and special employee 
termination benefits, the expense and related 
liability associated with one-time benefits are 
recorded only when certain conditions have 
been satisfied.

Several public companies have recently announced plans 
to change accounting policies related to how they account for 
returns on plan assets and how they will reflect actuarial 
gains and losses in determining the net period pension cost.

Essentially, many of these entities have made the decision to 
move to a fair value, or mark-to-market, methodology by which 
actuarial gains and losses outside the stipulated “corridor” will be 
recognized immediately in, rather than amortized as an integral 
part of, the net period pension cost.

The result of these types of policy changes is that reporting 
entities will be accelerating the recognition of pension gains 
and losses in statements of income. Also, many changes are 
being made from using a calculated value to using a fair value 
in determining the market-related value of plan assets, when 

that amount is used in determining the expected return on 
plan assets.

When looking at the authoritative accounting literature on 
pension and other postretirement benefit plans, the primary 
source of guidance is in the Financial Accounting Standards 
Board Accounting Standards Codification (FASB ASC) Topic 
715, Compensation – Retirement Benefits. Then, when addressing 
how to reflect accounting changes appropriately in the financial 
statements, the relevant guidance is in FASB ASC Topic 250, 
Accounting Changes and Error Corrections.

Using the guidance in FASB ASC 715, pension gains and 
losses result from a change in the value of either the projected 
benefit obligation or the plan assets that result from experience 
that is different from that assumed, or from a change in actuarial 
assumption. There is some flexibility in how the gains and losses 
of defined benefit plans may be accounted for in financial 
statements.

When reporting entities change from using a calculated 
value methodology to a fair value methodology in determining 
the base upon which expected returns on plan assets will be 
determined, the expected return calculation will be more 
closely aligned with changes in the actual return on plan 
assets. That closer alignment with expected and actual results 
is considered a positive factor when making decisions to 
change how the base is determined.

With that said, use of a fair value approach when compared 
to a calculated value approach in determining the base often 
results in more volatility that needs to be incorporated into 
the net periodic pension cost. The different approach also 
results in enhanced volatility in reporting earnings.

Like other changes in accounting policies, it is not an onerous 
task for reporting entities to justify a change from a less pref-
erable method to a more preferable method of accounting. 
Generally, changing from a calculated value to a fair value 
measurement base is considered preferable in that earnings 
are more reflective of events that already have transpired.

The potential downside for many reporting entities is that, 
once they change to a preferable accounting treatment, it becomes 
inordinately difficult to justify a change from a preferable account-
ing methodology to one that is considered less preferable. ❧

ASC 310 still follow the same guidance principle: Debtors in 
troubled debt restructurings can obtain funds from sources 
other than existing creditors – if at all – only at effective interest 
rates based on market prices so high that debtors cannot 
afford to pay them.

In this regard, some creditors may have concluded that, 
when markets no longer exist, that fundamental principle 
would not apply. So, evaluating whether other creditors would 
lend to debtors using nontroubled rates would not be required.

To clarify, the FASB has improved the guidance in ASC 310 
to indicate that this fundamental principle does in fact apply 
in these circumstances.

The FASB is aware that some creditors may have made an 
analogous reference to accounting guidance associated with 
debtors when determining whether interest rate concessions 
were granted. That guidance related to debtors uniquely 
applies to debtor consideration of whether troubled debt 
restructurings have taken place.

As such, for some creditors, the explicit prohibition against 
creditors using this type of approach might easily be the most 
significant impact noticed when the amended guidance for 
troubled debt restructurings is implemented.

In looking at the second component, involving the need to 
assess whether debtors are experiencing financial difficulty, 
the amended guidance in FASB ASC 310 now includes indicators 
from FASB ASC 470, Debt, which provides guidance used by 
debtors, that are made applicable to creditors.

Additionally, the amended guidance includes clarification 
that debtors could be experiencing financial difficulty even in 
circumstances in which they are not currently in default but 
default is probable in the foreseeable future.

Using the guidance in FASB ASC 470, debtors would have 
indications of financial difficulties. For example, they are in 
default, they are in bankruptcy, there are concerns about 
whether they will continue to exist as a going concern, etc. 
Now, creditors also need to consider these types of factors. ❧
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Once all conditions are satisfied, the recognition pattern 
is determined by whether employees are required to perform 
future services to receive the termination benefits.

◆ If future services are not required, reporting entities 
need to recognize costs immediately.

◆ If future services are required, reporting entities 
should recognize the costs ratably over the required future 
service period.
Other postemployment benefits

Other postemployment employee benefits are benefits 
provided in accordance with mutually understood benefit 
arrangements between employers and employees or former 
employees. 

Mutually understood benefit arrangements might be 
achieved through either written plans or consistent practice 
that results in the conclusion that these types of plans are 
substantive.

Entities need to record these types of benefits when all 
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◆ Existing situations or 
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will be entitled.
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