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Introduction
On September 22, 2016, the FASB issued for public comment a proposed ASU1 that would
amend the amortization period for callable debt securities purchased at a premium. The
proposal would shorten the amortization period for such securities to the earliest call date.
Comments on the proposed ASU are due by November 28, 2016. The appendix of this Heads
Up contains the proposed ASU’s questions for respondents.

Background and Key Provisions of the Proposed ASU
Under current GAAP, the premium on a callable debt security is generally amortized as an
adjustment of yield over the contractual life (to maturity date) of the instrument. Accordingly,
there is no consideration of early payment of principal, and any unamortized premium is
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recorded as a loss in earnings upon the debtor’s exercise of a call on a callable debt security
purchased at a premium.
The amendments would require the premium to be amortized to the earliest call date but
would retain the accounting for the amortization of discounts on purchased callable debt
securities (i.e., the discount will continue to be amortized to maturity).
Editor’s Note
Constituents have noted that under current guidance, (1) the amortization of
premiums does not reflect the economics of the underlying transaction and (2) the
model for pricing securities in the United States includes consideration for calls.
In addition, investors generally price a security to the call date when the security is
trading at a premium.
The proposed amendments would “more closely align the amortization period of
premiums and discounts to expectations incorporated in market pricing on the
underlying securities.”

Effective Date and Transition
The FASB plans to determine an effective date for the final guidance after considering
stakeholder feedback on the proposed ASU.
To apply the guidance, entities would use a modified retrospective approach, with the
cumulative-effect adjustment recognized to retained earnings as of the beginning of the first
reporting period in which the guidance is effective.
Entities would also be required to provide disclosures about a change in accounting principle
in the period they adopt the final standard.
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Appendix — Questions for Respondents
The proposed ASU’s questions for respondents are reproduced below for reference.
Question 1: Do you agree that premiums on purchased callable debt securities should be amortized to the earliest call
date? Please explain why or why not.
Question 2: How much time would be needed to implement the proposed amendments? Should entities other than
public business entities be provided more time? Should early adoption be permitted?
Question 3: Do you agree with the proposed transition method and disclosures in paragraph 310-20-65-1(c)? Please
explain why or why not.
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Subscriptions
If you wish to receive Heads Up and other accounting publications issued by Deloitte’s Accounting Services Department,
please register at www.deloitte.com/us/accounting/subscriptions.

Dbriefs for Financial Executives
We invite you to participate in Dbriefs, Deloitte’s webcast series that delivers practical strategies you need to stay on top
of important issues. Gain access to valuable ideas and critical information from webcasts in the “Financial Executives”
series on the following topics:

•
•
•

Business strategy and tax.
Driving enterprise value.
Financial reporting.

•
•
•

Financial reporting for taxes.
Governance, risk, and compliance.

•

Transactions and business events.

Technology.

Dbriefs also provides a convenient and flexible way to earn CPE credit — right at your desk. Subscribe to Dbriefs to
receive notifications about future webcasts at www.deloitte.com/us/dbriefs.

Technical Library and US GAAP Plus
Deloitte makes available, on a subscription basis, access to its online library of accounting and financial disclosure
literature. Called Technical Library: The Deloitte Accounting Research Tool, the library includes material from the FASB,
EITF, AICPA, PCAOB, IASB, and SEC, in addition to Deloitte’s own accounting and SEC manuals and other interpretive
accounting and SEC guidance.
Updated every business day, Technical Library has an intuitive design and navigation system that, together with its
powerful search features, enable users to quickly locate information anytime, from any computer. Technical Library
subscribers also receive Technically Speaking, the weekly publication that highlights recent additions to the library. For
more information, including subscription details and an online demonstration, visit www.deloitte.com/us/techlibrary.
In addition, be sure to visit US GAAP Plus, our free Web site that features accounting news, information, and publications
with a U.S. GAAP focus. It contains articles on FASB activities and updates to the FASB Accounting Standards Codification™
as well as developments of other U.S. and international standard setters and regulators, such as the PCAOB, AICPA, SEC,
IASB, and IFRS Interpretations Committee. Check it out today!
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