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FASB Proposes Amendments to the
Accounting for Purchased Financial
Assets

Overview

OnJune 27,2023, the FASB issued a proposed ASU" that would amend the guidance in ASU
2016-13% on the accounting upon acquisition for financial assets acquired in (1) a business
combination, (2) an asset acquisition, or (3) the consolidation of a variable interest entity (VIE)
that is not a business. Comments on the proposed ASU are due by August 28, 2023.

Background

In June 2016, the FASB issued ASU 2016-13, which requires entities to measure expected
credit losses over the life of an asset upon origination or acquisition. ASU 2016-13 is aimed

at reducing the complexity in U.S. GAAP of accounting for acquired assets with credit
impairment. Specifically, under the ASU, the asset acquirer is required to differentiate between
assets purchased with credit deterioration (PCD assets) and assets that are not purchased
with credit deterioration (non-PCD assets). PCD assets are defined as assets with “more than
insignificant” credit deterioration since origination.

Upon acquisition, a gross-up approach is currently used to account for the PCD assets. As

a result, the expected credit losses are added to the asset's purchase price to arrive at the
amortized cost basis and no provision for credit loss expense is recognized upon acquisition.
Non-PCD assets are accounted for similarly to originated assets upon acquisition. That is,
expected credit losses are recorded through a provision for credit loss expense.

" FASB Proposed Accounting Standards Update (ASU), Financial Instruments — Credit Losses (Topic 326): Purchased Financial Assets.
2 FASB Accounting Standards Update No. 2016-13, Measurement of Credit Losses on Financial Instruments.


https://fasb.org/Page/Document?pdf=Prop%20ASU%E2%80%94Financial%20Instruments%E2%80%94Credit%20Losses%20(Topic%20326)%E2%80%94Purchased%20Financial%20Assets.pdf&title=Proposed%20Accounting%20Standards%20Update%E2%80%94Financial%20Instruments%E2%80%94Credit%20Losses%20(Topic%20326):%20Purchased%20Financial%20Assets&mc_cid=109852a6aa&mc_eid=2e2c5fceea
https://fasb.org/page/document?pdf=ASU+2016-13.pdf&title=Update%202016-13%E2%80%94Financial%20Instruments%E2%80%94Credit%20Losses%20(Topic%20326):%20Measurement%20of%20Credit%20Losses%20on%20Financial%20Instruments
https://fasb.org/page/document?pdf=ASU+2016-13.pdf&title=Update%202016-13%E2%80%94Financial%20Instruments%E2%80%94Credit%20Losses%20(Topic%20326):%20Measurement%20of%20Credit%20Losses%20on%20Financial%20Instruments

As part of its postimplementation review process, the FASB received feedback suggesting that
ASU 2016-13 creates additional complexities and reduces comparability by requiring entities
to use two accounting models to differentiate between PCD assets and non-PCD assets.

In July 2021, the Board added to its technical agenda a project on improving the accounting
for acquired financial assets within the scope of ASU 2016-13.

Main Provisions of the Proposed ASU

The proposed ASU would broaden the population of financial assets that are within the scope
of the gross-up approach under ASC 326.2 Accordingly, an asset acquirer would apply the
gross-up approach to all financial assets acquired in a business combination in accordance
with ASC 805* rather than first determining whether an acquired financial asset is a PCD asset
or a non-PCD asset. For financial assets acquired as a result of an asset acquisition or through
consolidation of a VIE that is not a business, the asset acquirer would apply the gross-up
approach to seasoned assets, which are acquired assets unless the asset is deemed akin to an
in-substance origination. A seasoned asset is an asset (1) that is acquired more than 90 days
after origination and (2) for which the asset acquirer was not involved with the origination.

Connecting the Dots

Although the proposed ASU would expand the application of the gross-up approach, it
would not amend the measurement, presentation, or disclosure requirements in ASU
2016-13. In addition, the gross-up approach would not apply to acquired available-for-
sale debt securities.

Proposed Effective Date and Transition

Effective Date

The Board will determine the effective date, as well as whether to permit early adoption, after
considering stakeholder feedback on the proposed ASU.

Transition

An entity would apply the proposed amendments on a modified retrospective basis, reflected
as of the beginning of the fiscal year in which the entity adopted the amendments in ASU
2016-13. If necessary, a cumulative-effect adjustment “would be recorded as of the later

of (1) the beginning of that reporting period and (2) the beginning of the earliest period
presented” in which the entity adopted the amendments in ASU 2016-13.
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® FASB Accounting Standards Codification (ASC) Topic 326, Financial Instruments — Credit Losses.
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Dbriefs for Financial Executives

We invite you to participate in Dbriefs, Deloitte’s live webcasts that give you valuable insights into important
developments affecting your business. Topics covered in the Dbriefs for Financial Executives series include financial
reporting, tax accounting, business strategy, governance, and risk. Dbriefs also provide a convenient and flexible way to
earn CPE credit — right at your desk.

Subscriptions

To subscribe to Dbriefs, or to receive accounting publications issued by Deloitte's Accounting and Reporting Services
Department, please register at My.Deloitte.com.

The Deloitte Accounting Research Tool

Put a wealth of information at your fingertips. The Deloitte Accounting Research Tool (DART) is a comprehensive online
library of accounting and financial disclosure literature. It contains material from the FASB, EITF, AICPA, PCAOB, and SEC,
in addition to Deloitte’s own accounting manuals and other interpretive guidance and publications.

Updated every business day, DART has an intuitive design and navigation system that, together with its powerful search
and personalization features, enable users to quickly locate information anytime, from any device and any browser.
While much of the content on DART is available at no cost, subscribers have access to premium content, such as
Deloitte's FASB Accounting Standards Codification Manual. DART subscribers and others can also subscribe to Weekly
Accounting Roundup, which provides links to recent news articles, publications, and other additions to DART. For more
information, or to sign up for a free 30-day trial of premium DART content, visit dart.deloitte.com.

Heads Up is prepared by members of Deloitte’s National Office as developments warrant. This publication
contains general information only and Deloitte is not, by means of this publication, rendering accounting,
business, financial, investment, legal, tax, or other professional advice or services. This publication is not a
substitute for such professional advice or services, nor should it be used as a basis for any decision or action
that may affect your business. Before making any decision or taking any action that may affect your business,
you should consult a qualified professional advisor. Deloitte shall not be responsible for any loss sustained by
any person who relies on this publication.

The services described herein are illustrative in nature and are intended to demonstrate our experience
and capabilities in these areas; however, due to independence restrictions that may apply to audit clients
(including affiliates) of Deloitte & Touche LLP, we may be unable to provide certain services based on
individual facts and circumstances.

About Deloitte

Deloitte refers to one or more of Deloitte Touche Tohmatsu Limited, a UK private company limited by
guarantee ("DTTL"), its network of member firms, and their related entities. DTTL and each of its member firms
are legally separate and independent entities. DTTL (also referred to as “Deloitte Global”) does not provide
services to clients. In the United States, Deloitte refers to one or more of the US member firms of DTTL, their
related entities that operate using the “Deloitte” name in the United States and their respective affiliates.
Certain services may not be available to attest clients under the rules and regulations of public accounting.
Please see www.deloitte.com/us/about to learn more about our global network of member firms.
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