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NOTE 

Statements of position of the Accounting Standards Division present the 
conclusions of at least a majority of the Accounting Standards Executive 
Committee, which is the senior technical body of the Institute authorized 
to speak for the institute in the areas of financial accounting and reporting. 
Statement on Auditing Standards No. 69, The Meaning of Present Fairly in 
Conformity With Generally Accepted Accounting Principles in the Indepen-
dent Auditor's Report, identifies AICPA statements of position as sources of 
established accounting principles that an AICPA member should consider 
if the accounting treatment of a transaction or event is not specified by a 
pronouncement covered by rule 203 of the AICPA Code of Professional 
Conduct. In such circumstances, the accounting treatment specified by 
this statement of position should be used, or the member should be pre-
pared to justify a conclusion that another treatment better presents the 
substance of the transaction in the circumstances. 

Material appearing on pages 9 and 12-14 is copyrighted by the Financial 
Accounting Standards Board, 401 Merritt 7, P.O. Box 5116, Norwalk, 
Connecticut, 06856-5116, U.S.A. It is reprinted by permission. Copies of 
the complete document are available from the FASB. 

Copyright © 1992 by the 
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1211 Avenue of the Americas, New York, N.Y. 10036-8775 
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SUMMARY 

This statement of position (SOP) provides guidance on measuring fore-
closed assets and in-substance foreclosed assets after foreclosure. It applies 
to all reporting entities, except those that account for assets at fair value or 
market value. It applies to all assets obtained through foreclosure or repos-
session, except for inventories, marketable equity securities, and real estate 
previously owned by the lender and accounted for under FASB Statement 
of Financial Accounting Standards No. 67, Accounting for Costs and Initial 
Rental Operations of Real Estate Projects. 

Under the SOP, there is a rebuttable presumption that foreclosed assets are 
held for sale. The SOP recommends that foreclosed assets held for sale be 
carried at the lower of (a) fair value minus estimated costs to sell or (b) cost. 
Foreclosed assets held for the production of income should be treated the 
same way they would be had the assets been acquired in a manner other 
than through foreclosure. 

The SOP should be applied to foreclosed assets in annual financial state-
ments for periods ending on or after December 15, 1992. 
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Accounting for Foreclosed Assets 

Scope 
1. This statement of position (SOP) provides guidance on 

determining the balance sheet treatment of foreclosed assets1 after 
foreclosure. (Paragraphs A-6 and A-7 of the Appendix discuss the 
exclusion from this SOP of conclusions on the accounting treatment of 
results of operations related to foreclosed assets held for sale.) It applies 
to all reporting entities except those that account for assets at market 
value or fair value, such as broker-dealers, futures commission 
merchants, and investment companies. It applies to all assets obtained 
through foreclosure or repossession except for (a) inventories that are 
covered by chapter 4 of Accounting Research Bulletin No. 43, Restate-
ment and Revision of Accounting Research Bulletins; (b) marketable 
equity securities that are covered by Financial Accounting Standards 
Board (FASB) Statement of Financial Accounting Standards (State-
ment) No. 12, Accounting for Certain Marketable Securities; and (c) 
foreclosed real estate previously owned by the lender and accounted 
for under FASB Statement No. 67, Accounting for Costs and Initial 
Rental Operations of Real Estate Projects. Except for the requirements in 
paragraphs 12 and 17, the conclusions of this SOP do not apply to 
in-substance foreclosed assets (see paragraph A-10 of the Appendix). 

Background 
2. Paragraph 29 of FASB Statement No. 15, Accounting by Debtors 

and Creditors for Troubled Debt Restructurings, issued in 1977, 
requires the following: "After a troubled debt restructuring, a creditor 
shall account for assets received in satisfaction of a receivable the 
same as if the assets had been acquired for cash." That requirement 
has been interpreted in diverse ways. 

1 As used in this SOP, the term foreclosed assets includes all assets received in satisfaction of 
a receivable in a troubled debt restructuring, as the term is used in FASB Statement No. 15, 
Accounting by Debtors and Creditors for Troubled Debt Restructurings. It includes real 
property and personal property; equity interests in corporations, partnerships, and joint 
ventures; and beneficial interests in trusts. 
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3. The American Institute of Certified Public Accountants' 
(AICPA's) Industry Audit Guide Audits of Stock Life Insurance 
Companies requires that foreclosed real estate be carried at the lower 
of cost (less accumulated depreciation) or market value, net of any 
encumbrances. Paragraphs 17 and 21 of SOP 75-2, Accounting Prac-
tices of Real Estate Investment Trusts (as amended by SOP 78-2), 
require that estimated losses on individual loans and properties be 
based on net realizable value. The guidance in the AICPA Audit and 
Accounting Guide Audits of Savings Institutions and in the Industry 
Audit Guide Audits of Finance Companies are consistent with SOPs 
75-2 and 78-2. The AICPA Industry Audit Guide Audits of Banks 
states that subsequent to foreclosure, a loss on foreclosed real estate 
should be recognized if cost cannot be recovered through sale or use, 
but it does not indicate how the loss is to be measured. The AICPA 
Audit and Accounting Guides Audits of Credit Unions and Audits of 
Property and Liability Insurance Companies do not address account-
ing for foreclosed assets. 

4. In practice, accounting by creditors for foreclosed assets, par-
ticularly real estate assets, is diverse. After foreclosure, some enter-
prises continue to write down the carrying amount of foreclosed 
assets for subsequent, further declines in fair value; others do not. 
After foreclosure, some enterprises discount projected cash flows 
related to foreclosed assets in estimating net realizable value of those 
assets; others do not. 

5. Sections 4(b)(1) and 4(b)(2)(A) of the Home Owners' Loan Act 
of 1933 as amended by the Financial Institutions Reform, Recovery 
and Enforcement Act of 1989 generally provide that the director of 
the Office of Thrift Supervision prescribe uniform accounting and 
disclosure standards for savings associations, to be used in determin-
ing associations' compliance with applicable regulations, and 
incorporate generally accepted accounting principles into those 
standards to the same degree that such principles are used to deter-
mine compliance with regulations prescribed by federal banking 
agencies. Section 1215 of the Financial Institutions Reform, Recovery 
and Enforcement Act of 1989 also provides the following: 

Before the end of the 1-year period beginning on the date of the 
enactment of this Act [August 9, 1989], each appropriate Federal 
banking agency (as defined in section 3(q) of the Federal Deposit 
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Insurance Act) shall establish uniform accounting standards to be 
used for determining the capital ratios of all federally insured deposi-
tory institutions and for other regulatory purposes. Each such agency 
shall report annually to the Chairman and ranking minority member 
of the Committee on Banking, Housing, and Urban Affairs of the 
Senate and the Chairman and ranking minority member of the Com-
mittee on Banking, Finance and Urban Affairs of the House of 
Representatives any differences between the capital standards used 
by such agency and capital standards used by any other such agency. 
Each such report shall contain an explanation of the reasons for any 
discrepancy in such capital standards, and shall be published in the 
Federal Register. 

6. The chairman of the Federal Home Loan Bank Board (now the 
Office of Thrift Supervision) asked the AICPA in 1987 to address the 
inconsistency between banks and savings and loan associations in 
accounting for loans and real estate assets. The AICPA's Accounting 
Standards Executive Committee (AcSEC) attempted to eliminate 
that inconsistency in 1988 and 1989 but decided to refer the matter 
to the FASB at that time. On April 4, 1989, soon after AcSEC's 
decision to refer the matter to the FASB, the chairman of the Federal 
Home Loan Bank Board wrote to the chairman of the Securities 
and Exchange Commission (SEC) asking that the SEC or its staff 
remove the inconsistency for public reporting entities. The SEC has 
not done so. 

7. Further, the chairman of the Federal Deposit Insurance 
Corporation, in a letter to the FASB dated November 8, 1989, asked 
the FASB to assist in developing "uniform accounting standards 
among depository institutions." In that letter, the chairman stated that 
"the accounting treatment in practice for certain transactions among 
participants in the financial services industry seems to be more a 
reflection of the type of charter than the substance of the transaction." 
Furthermore, the chairman "urge[d] the FASB to reconcile the 
different accounting practices outlined in [AICPA] guides for thrifts, 
banks, and finance companies." In early 1990, AcSEC decided that it 
could deal with the inconsistencies and diversity in accounting for 
foreclosed assets, and this SOP is a result of that decision. 

8. AcSEC believes that all enterprises, not just financial institu-
tions, should account for foreclosed assets held for sale the same way, 
except that enterprises that account for assets at market value or fair 
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value should not change their accounting. AcSEC's primary objec-
tives in issuing this statement of position are to reduce the incon-
sistencies and diversity in accounting for foreclosed assets and to 
improve the understandability, comparability, and relevance of 
amounts reported as foreclosed assets in balance sheets. Another 
objective is to make all of the AICPA Audit and Accounting Guides 
and SOPs consistent on this matter. Achieving those objectives 
will also address the needs of Congress and the thrift and banking 
regulators. 

9. This SOP affects the following AICPA statements of position 
and industry audit and accounting guides: 

a. SOP 75-2, Accounting Practices of Real Estate Investment Trusts, 
paragraphs 15-23, 25, 27, 28, 29a, 29b, and 29c 

b. SOP 78-2, Accounting Practices of Real Estate Investment Trusts, 
paragraph .06 

c. Audits of Banks 

d. Audits of Savings Institutions 

e. Audits of Finance Companies 

f. Audits of Credit Unions 

g. Audits of Property and Liability Insurance Companies 

h. Audits of Stock Life Insurance Companies 

i. Guide for the Use of Real Estate Appraisal Information 

Conclusions 

Held-for-Sale Presumption 

10. Most enterprises do not intend to hold foreclosed assets for 
the production of income but intend to sell them; in fact, some laws 
and regulations applicable to financial institutions require the sale of 
foreclosed assets. Therefore, under this SOP, it is presumed that 
foreclosed assets are held for sale and not for the production of 
income. That presumption may be rebutted, except for in-substance 
foreclosed assets, by a preponderance of the evidence. If the held-for-
sale presumption is not rebutted, the asset should be classified in the 
balance sheet as held for sale. 
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11. The presumption of sale can be rebutted if (a) management 
intends to hold a foreclosed asset for the production of income, (b) 
that intent is not inconsistent with the enterprises ability to do so or 
with laws or regulations, including the manner in which the laws or 
regulations are administered by federal or state regulatory agencies, 
and (c) that intent is supported by a preponderance of the evidence. 

Foreclosed Assets Held for Sale 

12. After foreclosure, foreclosed assets held for sale should be 
carried at the lower of (a) fair value2 minus estimated costs to sell or 
(b) cost.3 Such determination should be made on an individual asset 
basis. If the fair value of the asset minus the estimated costs to sell the 
asset is less than the cost of the asset, the deficiency should be recog-
nized as a valuation allowance. If the fair value of the asset minus the 
estimated costs to sell the asset subsequently increases and the fair 
value of the asset minus the estimated costs to sell the asset is more 
than its carrying amount, the valuation allowance should be reduced, 
but not below zero. Increases or decreases in the valuation allowance 
should be charged or credited to income.4 

2 Fair value, as used in this SOP, is defined in paragraph 13 of FASB Statement No. 15 as follows: 
The fair value of the assets transferred is the amount that the . . . [creditor] could 
reasonably expect to receive for them in a current sale between a willing buyer and a 
willing seller, that is, other than in a forced or liquidation sale. Fair value of assets shall 
be measured by their market value if an active market for them exists. If no active 
market exists for the assets transferred but exists for similar assets, the selling prices 
in that market may be helpful in estimating the fair value of the assets transferred. If 
no market price is available, a forecast of expected cash flows may aid in estimating the 
fair value of assets transferred, provided the expected cash flows are discounted at a 
rate commensurate with the risk involved.6 

6 Some factors that may be relevant in estimating the fair value of various kinds of assets are 
described in paragraphs 88 and 89 of APB [Accounting Principles Board] Opinion No. 16 
["Business Combinations"], paragraphs 12-14 of APB Opinion No. 21, "Interest on Receivables and 
Payables," and paragraph 25 of APB Opinion No. 29, "Accounting for Nonmonetary Transactions." 

3 The cost of such assets at the time of foreclosure is the fair value of the asset foreclosed or 
repossessed. Any specific valuation allowance related to the loan should not be carried 
forward. This SOP provides no guidance for determining cost subsequent to foreclosure (see 
paragraphs A-6 and A-7 of the Appendix). 

4 Because the allowance is considered a valuation adjustment, insurance enterprises should 
report changes in the valuation allowance as realized gains and losses in income, not as 
unrealized gains and losses in equity. 
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13. The amount of any senior debt (principal and accrued 
interest) to which the asset is subject should be reported as a liability 
at the time of foreclosure and not be deducted from the carrying 
amount of the asset; payments on such debt should be charged to the 
liability. Interest that accrues after foreclosure should be recognized 
as interest expense. 

14. FASB Statement No. 67, Accounting for Costs and Initial 
Rental Operations of Real Estate Projects, was extracted by the FASB 
from SOP 78-3, Accounting for Costs to Sell and Rent, and Initial 
Rental Operations of Real Estate Projects; SOP 80-3, Accounting for 
Real Estate Acquisition, Development, and Construction Costs, and the 
AICPA Industry Audit Guide Accounting for Retail Land Sales. These 
documents did not, in the opinion of AcSEC, apply to foreclosed real 
estate held for sale. AcSEC therefore believes that the fair-value test 
in this SOP, not the net-realizable-value test in FASB Statement 
No. 67, should be applied to foreclosed real estate held for sale, except 
when the foreclosed real estate was previously owned by the lender 
and accounted for under FASB Statement No. 67, in which case such 
foreclosed assets should be accounted for under FASB Statement 
No. 67. 

Foreclosed Assets Held for the Production of Income 

15. After foreclosure, assets determined to be held for the 
production of income (and not held for sale) should be reported and 
accounted for in the same way that they would be had the assets been 
acquired other than through foreclosure. 

Change in Classification 

16. If it is subsequently decided that a foreclosed asset classified 
as held for sale will be held for the production of income, the asset 
should be reclassified from the held-for-sale category The reclassifi-
cation should be made at the amount the asset's carrying amount 
would have been had the asset been held for the production of 
income since the time of foreclosure. Selling costs included in the 
valuation allowance should be reversed. The net effect should be 
reported in income from continuing operations in the period in 
which the decision not to sell the asset is made. 
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Effective Date and Transition 
17. This SOP should be applied to foreclosed assets in annual 

financial statements for periods ending on or after December 15, 
1992, with earlier application permitted. On initial application of this 
SOP, all enterprises should adjust the carrying amount of foreclosed 
assets held for sale to the lower of (a) the fair value of the asset minus 
the estimated costs to sell the asset or (b) the cost of the asset as of the 
date of the initial adoption of this SOP. For many enterprises, adop-
tion of this SOP will result in a change in accounting principle. The 
nature of the change should be disclosed in the financial statements 
of the period in which the change is made. Any adjustment arising 
from the initial application of this SOP should be included in income 
from continuing operations in the period in which the change is 
made. No restatement of previously issued financial statements or 
cumulative-effect adjustment as of the beginning of the year this SOP 
is first applied is permitted. 
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APPENDIX 

Discussion of Major Comments on the Exposure Draft 

A-1. This Appendix summarizes considerations that were deemed sig-
nificant by members of AcSEC in reaching the conclusions in this SOP. 

A-2. In the exposure draft, AcSEC concluded that there is a rebuttable 
presumption that foreclosed assets are held for sale and that foreclosed 
assets held for sale should be carried at the lower of cost or fair value minus 
the estimated costs to sell. Few respondents objected to those conclusions. 

Held-for-Sale Presumption 
A-3. Some respondents requested more explanation of the circum-

stances under which the held-for-sale presumption could be rebutted. 
After considering the concerns expressed by respondents about the rebut-
table presumption, AcSEC decided not to give detailed, specific guidance, 
thereby allowing for the exercise of judgment in determining whether the 
presumption is rebutted by the facts in particular circumstances. 

A-4. AcSEC recognizes that some enterprises may hold foreclosed 
assets for several years before sale and may even operate the assets, but 
concludes that a holding period in excess of one year does not, in and of 
itself, rebut the held-for-sale presumption. Further, AcSEC notes that if 
the form of the foreclosed asset is a majority interest in an enterprise, FASB 
Statement No. 94, Consolidation of All Majority-Owned Subsidiaries, 
requires the subsidiary to be consolidated unless control is likely to be 
temporary. 

Fair Value 
A-5. Some respondents requested guidance on the determination of 

fair value. AcSEC recognizes that estimating fair value requires judgment. 
AcSEC concluded, however, that it would be inappropriate and is unneces-
sary to develop a new definition of fair value in this SOP, and that the 
definition of fair value in FASB Statement No. 15 should be used in this 
SOP. Moreover, AcSEC believes that the following discussion about fair 
value from Statement No. 15, particularly paragraph 82, will be helpful in 
implementing this SOP. 

Concept of Fair Value 
79. Some respondents to the Exposure Draft continued to argue that all 

troubled debt restructurings should be accounted for as modifications of 

12 



terms of debt and that none should be accounted for as transfers of assets 
(paragraphs 66 and 67). Others accepted the need to account for some 
troubled debt restructurings as asset transfers but held that obtaining assets 
through foreclosure or repossession under terms included in lending agree-
ments should be distinguished from obtaining assets in exchange for cash or 
in other "asset swaps." They contended that (a) only the form of the asset is 
changed by foreclosure or repossession, (b) the substance of a secured loan 
is that the lender may choose either to postpone receipt of cash or take the 
asset to optimize cash receipts and recovery of its investment, and (c) 
foreclosure or repossession is not the completion of a lending transaction but 
merely a step in the transaction that begins with lending cash and ends with 
collecting cash. 

80. The Board rejected those arguments for the reasons given in para-
graphs 71-77, emphasizing that an event in which (a) an asset is transferred 
between debtor and creditor, (b) the creditor relinquishes all or part of its 
claim against the debtor, and (c) the debtor is absolved of all or part of its obli-
gation to the creditor is the kind of event that is the basis of accounting under 
the existing transaction-based accounting framework. To fail to recognize an 
event that fits the usual description of a transaction and to recognize only the 
lending and collection of cash as transactions would significantly change the 
existing accounting framework. 

81. Use of the fair value of an asset transferred to measure the debtor's 
gain on restructuring and gain or loss on the asset's disposal or the creditor's 
cost of acquisition is not adopting some kind of "current value accounting." 
On the contrary, that use of fair value is common practice within the existing 
accounting framework. Paragraph 13 of this Statement explains briefly the 
meaning of fair value and refers to APB Opinions No. 16, No. 21, and No. 29, 
which use fair value in the same way and provide guidance about determin-
ing fair values within the existing accounting framework. The term fair value 
is used in essentially the same way as market value was used in the Discussion 
Memorandum to denote a possible attribute to be measured at the time a 
debt is restructured. Fair value is defined in paragraph 181 of APB Statement 
No. 4 as "the approximation of exchange price in transfers in which money or 
money claims are not involved." Although a "money claim" is necessarily 
involved in transferring assets to settle a payable in a troubled debt restruc-
turing, the troubled circumstances in which the transfer occurs make it 
obvious that the amount of the "money claim" does not establish an exchange 
price. Determining fair value of the assets transferred in a troubled debt 
restructuring is usually necessary to approximate an exchange price for the 
same reasons that determining fair value is necessary to account for transfers 
of assets in nonmonetary transactions (APB Opinion No. 29). 

82. That point is emphasized in this Appendix because some respon-
dents to the Exposure Draft apparently misunderstood the concept of fair 
value (paragraph 11 of the Exposure Draft and paragraph 13 of this 
Statement) and the discounting of expected cash flows specified in those 
paragraphs. Paragraph 13 permits discounting of expected cashflows from an 
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asset transferred or received in a troubled debt restructuring to be used to 
estimate fair value only if no market prices are available either for the asset or 
for similar assets. The sole purpose of discounting cashflows in that paragraph 
is to estimate a current market price as if the asset were being sold by the 
debtor to the creditor for cash. That estimated market price provides the 
equivalent of a sale price on which the debtor can base measurement of a gain 
on restructuring and a gain or loss on disposal of the asset and the equivalent 
of a purchase price on which the creditor can measure the acquisition cost of 
the asset. To approximate a market price, the estimate of fair value should use 
cash flows and discounting in the same way the marketplace does to set 
prices—in essence, the marketplace discounts expected future cashflows from 
a particular asset "at a rate commensurate with the risk involved" in holding 
the asset. An individual assessment of expected cash flows and risk may differ 
from what the marketplaces assessment would be, but the procedure is the 
same. [Emphasis added by AcSEC.] 

83. In contrast to the purpose of paragraph 13, AICPA Statement of 
Position No. 75-231 is concerned with different measures—net realizable 
value to a creditor of a receivable secured by real property and net realizable 
value of repossessed or foreclosed property. Its method of accounting for 
assets obtained by foreclosure or repossession thus differs from the method 
specified in this Statement. It proposes discounting expected cash flows at a 
rate based on the creditor's "cost of money" to measure the "holding cost" of 
the asset until its realizable value is collected in cash. The concept of fair 
value in paragraph 13 does not involve questions of whether interest is a 
"holding cost" or "period cost" because it is concerned with estimating 
market price, not net realizable value, however defined. Accounting for trans-
fers of assets in troubled debt restructurings and for the assets after transfer 
is, of course, governed by this Statement. 

31 See paragraphs 59 and 60 of this Statement. 

Results of Operations Related to Foreclosed Assets Held for Sale 
A-6. In the exposure draft, AcSEC proposed that there should be no 

results of operations—revenues and expenses —from foreclosed assets 
while they are held for sale; net cash receipts related to foreclosed assets 
during the holding period would have been credited to the carrying 
amount of the asset, and net cash payments, except for capital additions 
and improvements, would have been charged to income as a loss on holding 
the foreclosed assets. Further, in the exposure draft, AcSEC concluded 
that no depreciation, depletion, or amortization expense should be 
recorded. Many respondents objected to the exclusion of the results of 
operating a foreclosed asset from income; many also objected to crediting 
net cash receipts to the carrying amount of the asset and charging net cash 
payments to income. They raised questions about the conservatism of such 
treatment, about whether the treatment was conceptually sound, and 
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about whether it would be practical to implement. Some comment letters 
also raised questions about whether it is appropriate not to depreciate fore-
closed assets held for sale. After considering the comments, AcSEC 
decided not to adopt the method proposed in the exposure draft. 

A-7. AcSEC considered various other ways to account for operations 
during the period foreclosed assets are held for sale, such as — 

• Reporting the net of revenues and expenses in income, including 
charges or credits related to changes in the valuation allowance and 
depreciation expense on depreciable assets, for each reporting period 
as a gain or loss on holding the asset. 

• Reporting the net of revenues and expenses in income, including 
charges or credits related to changes in the valuation allowance and 
depreciation expense on depreciable assets held or expected to be 
held for more than a specified length of time (for example, one year). 

• Reporting the net of revenues and expenses in income, including 
charges or credits related to changes in the valuation allowance, and 
recognizing no depreciation expense. 

• Crediting or debiting the net of revenues and expenses to the asset, 
and recognizing no depreciation expense. Changes in the valuation 
allowance would be included in income. 

AcSEC believes that it should consider those options further and that its 
ultimate decision on the treatment of operations during the period 
foreclosed assets are held for sale should be exposed for public comment; 
AcSEC intends to undertake such a project. However, because AcSEC 
believes that its conclusion that foreclosed assets held for sale should 
be carried at the lower of fair value minus estimated costs to sell or cost 
would not change regardless of its conclusions on operations of fore-
closed assets, AcSEC decided that it should issue the guidance in this 
SOP now, rather than delay issuing the guidance until the results of 
operations issues are resolved. 

Foreclosed Assets Held for the Production of Income 
A-8. In the exposure draft, AcSEC proposed to require that foreclosed 

assets held for the production of income be carried at an amount not 
greater than the assets' net realizable value. AcSEC decided to eliminate 
that statement. 

Change in Classification 
A-9. AcSEC also decided that, on reclassification of a foreclosed asset 

from the held-for-sale category, the asset should be measured and recorded 

15 



as if the asset had been held for the production of income since foreclosure. 
That decision is consistent with the consensus of the Emerging Issues Task 
Force in Issue 2 of Issue 90-6, where the reversal of a decision to sell an 
asset acquired in a business combination gives rise to an accounting as if 
the asset had never been held for sale. 

In-Substance Foreclosed Assets 
A-10. Many respondents asked for specific guidance on in-substance 

foreclosed assets, and they asked whether the SOP would apply to such 
assets. AcSEC concluded that, except for paragraphs 12 and 17, the 
guidance in this SOP need not be applied to in-substance foreclosures for 
the following reasons: 

a. The accounting for in-substance foreclosed assets was not explicitly 
addressed in the exposure draft. 

b. AcSEC would have found it difficult to resolve issues concerning 
senior debt related to in-substance foreclosed assets. 

However, AcSEC notes that paragraph 34 of FASB Statement No. 15; 
paragraph 6 of AICPA Practice Bulletin 7, Criteria for Determining 
Whether Collateral for a Loan Has Been In-Substance Foreclosed; and SEC 
Financial Reporting Release 28, Accounting for Loan Losses by Registrants 
Engaged in Lending Activities, include accounting guidance related to 
in-substance foreclosed assets indicating that in-substance foreclosed 
assets should be accounted for in the same way as assets that have actually 
been foreclosed or repossessed. Further, AcSEC concluded that for 
purposes of applying this SOP, the held-for-sale presumption could not be 
rebutted for in-substance foreclosed assets. Accordingly, after in-substance 
foreclosure, an in-substance foreclosed asset, like a foreclosed asset held 
for sale, would be reported in the balance sheet at the lower of (a) fair value 
minus estimated costs to sell or (b) cost. 

Carrying Amount of Assets at Foreclosure 

A-11. Some respondents expressed concerns and opinions about the 
carrying amount of the foreclosed assets to be recognized at foreclosure. 
The exposure draft indicated that the attribute to be recognized at fore-
closure should be the fair value of the collateral, implying that, if at the time 
of foreclosure the fair value of the collateral is greater than the recorded 
investment in the related loan, a credit to income would result. Some 
respondents suggested that no such credits should be permitted and that 
the carrying amount of the asset recognized at foreclosure should be the 
lower of the fair value of the collateral or the recorded investment in the 
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loan. Notwithstanding those concerns, AcSEC notes that paragraph 28 of 
FASB Statement No. 15 requires that foreclosed assets be accounted for at 
their fair value at the time of foreclosure. 

A-12. Some respondents also said that the definition of fair value, 
which is the definition in paragraph 13 of FASB Statement No. 15, 
implicitly contains a reduction for selling costs. For purposes of applying 
this SOP, AcSEC believes that the definition of fair value in paragraph 13 
of FASB Statement No. 15 should be viewed as the cash sales/purchase 
price in a principal-to-principal transaction wherein no agents, dealers, 
brokers, or commission merchants are involved. If either principal decides 
to involve and pay outsiders to assist that principal, or to bring principals 
together, any amount paid by that principal is independent of the fair value 
of the asset and does not affect that fair value. Accordingly, immediately 
after foreclosure, a valuation allowance related to foreclosed assets held for 
sale should be recognized for estimated costs to sell through a charge 
to income. 

Offsetting of Debt 

A-13. Contrary to what was proposed by AcSEC in the exposure draft, 
some respondents suggested that nonrecourse senior debt not assumed by 
the holder of the foreclosed asset be offset against the carrying amount of 
the asset. To protect its interest in the asset, the holder of the asset will have 
to settle the debt or have a subsequent transferee take the asset subject to 
the debt. If debt is offset, leverage is not portrayed, and the degree of possi-
ble gain is obscured. Moreover, offsetting nonrecourse senior debt against 
a foreclosed asset would be inconsistent with the manner in which such 
debt is portrayed when assets are purchased for cash and there is related 
nonrecourse debt. Therefore, AcSEC reaffirms that senior debt should not 
be offset against the asset. 

Transition 
A-14. Comments were specifically requested on the transition pro-

posed in the exposure draft. Most respondents agreed that determining the 
cumulative effect of the change in accounting principle would either be 
impossible or possible only at significant cost for enterprises that do not 
have available the fair value of foreclosed assets at earlier balance sheet 
dates, and that a restatement of previously issued financial statements or a 
cumulative effect adjustment should not be required. Further, AcSEC 
concluded that, because one of the principal objectives of this SOP is to 
have consistent accounting of foreclosed assets, those two alternatives 
should not be permitted. 
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