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Accounting Standard for Business Enterprises:
Debt Restructuring

Introducﬁon

1. This Standard prescribes the accounting treatment for debt re-
structuring and the disclosure of relevant information by enter-
prises.

2. The principal issues in accounting for debt restructuring are how
to recognize and measure gains and losses arising from debt re-

structuring.
Definitions
3. The following terms are used in this Standard with the meanings

specified ;

A debt restructuring is an event in which a debtor is in financial

difficulty and a creditor grants a concession to the debtor in accor-
dance with a mutual égreement or a judgment by a court.

Fair value is the amount for which an asset could be exchanged or
a liability settled between two knowledgeable, willing parties in
an arm’s length transaction. |

Contingent payments are payments which are dependent on the

occurrence of specified future events, the occurrence of which is

uncertain.



Contingent receipts are receipts which are dependent on the oc-

currence of specified future events, the occurrence of which is un-

certain.
Types of debt restructuring

4. Types of debt restructuring include:

(a) Satisfaction of a debt by a transfer of assets;

(b) Conversion of a debt into capital;

(c) Modification of the terms of a debt, other than by the types
as referred to in (a) and (b) above, such as a reduction of
the principal of the debt or a reduction of the interest on the
debt (hereinafter referred to as “modification of the other
terms of a debt”) ;

(d) A combination of the three types listed above.

Accounting by debtor

5. When a debtor pays cash to settle a debt, the difference between
the carrying amount of the debt restructured and the cash paid
should be regarded as a gain on debt restructuring and recorded as
a profit and loss account item in the current period.

6. When a debtor transfers non - cash assets to a creditor in satisfac-
tion of a debt, the difference between the carrying amount of the
debt restructured and the fair value of the non - cash assets trans-
ferred should be regarded as a gain on debt restructuring and
recorded as a profit and loss account item in the current period.

10 .



The difference between the fair value of the non - cash assets

transferred and their carrying amount should be regarded as a

gain or loss on transfer of assets and recorded as a profit and loss

account item in the current period.

. A debt that is converted into capital should be dealt with accord-

ing to following circumstances:

(a) When the debtor is a joint stock limited company, the

(b)

debtor should recognise as share capital the total par value
of shares to which the creditor is entitled as a result of the
abandonment of his rights to the debt. The difference be-
tween the total fair value of the shares issued and the
amount recognised as share capital should be recognised as a
capital surplus. The difference between the -carrying
amount of the debt restructured and the total fair value of
the shares should be regarded as a gain on debt restructur-
ing and recorded as a profit and loss account item in the
current period.

When the debtor is any other enterprise, the debtor should
recognise as paid - up capital the share of the equity interest
to which the creditor is entitled as a result of the abandon-
ment of his rights to the debt. The difference between the
fair value of the equity interest and the amount recognised
as paid - up capital should be recognised as a capital sur -
plus. The difference between the carrying amount of the
debt restructured and the fair value of the equity interest
should be regarded as a gain on debt restructuring and

recorded as a profit and loss account item in the current pe-
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8. When a debt restructuring involves the modification of other
terms of a debt, the debtor should reduce the carrying amount of
the debt restructured to the amounts payable in the future. The
amount of the reduction should be regarded as a gain on debt re-
structuring and recorded as a profit and loss account item in the
current period.

When the modified terms involve contingent payments, the
debtor should include the contingent payments in the amounts
payable in the future for the purposes of determining the gain on
debt restructuring.

Contingent payments which actually occur should reduce the car-
rying amount of the restructured debt. When the restructured
debt is fully settled and the contingent payments do not occur, the
amount originally estimated for the contingent payments should be
regarded as a gain on debt restructuring in the period in which the
restructured debt is fully settled. |

9. When a debt is satisfied by a combination of cash payments, non
- cash assets and conversion of debt into capital, the debtor should
initially reduce the carrying amount of the debt restructured by
the cash payments and the fair value of the non - cash assets
transferred and then account for the remaining balance of the
debt according to the requirements of paragraph 7.

10. When a debt is partially satisfied by cash payments, non - cash
assets or conversion of debt into capital and the remaining bal-
ance of the debt is restructured by modifying the other terms of
the debt, the debtor should initially reduce the carrying amount
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