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ISSUE

The borrower and lender enter into an agreement whereby the borrower increases his mortgage
payments for a specified period, at the conclusion of which the lender forgives a portion of the
remaining principal on the loan. The borrower may terminate the arrangement at any time but

receives no principal reduction if he makes less than 12 consecutive increased payments.

The issue is how the lender should account for the portion of principal that may be forgiven.

1. Should the lender assume that the accelerated payments will be made to maturity and
discount such accelerated payments using the current interest rate, thus recording a loss?

2. Should the lender assume that only 12 consecutive increased payments will be made and
that other payments to maturity will be at the original rate and discount all payments using
the current interest rate, thus recording a smaller loss?

3. Should the discount only be recorded as a loss when the borrower has made all the
payments required or should the discount be accrued as a loss pro rata over the 12-month
period?

EITF DISCUSSION

The Task Force reached a consensus that, assuming it is probable that the borrower will continue
to make the increased payments for the specified period, the expense relating to the partial
forgiveness should be accrued over the period of increased payments. Task Force members

indicated that this approach to the accounting has already been consistently applied in practice.
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STATUS

No further EITF discussion is planned.
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