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This Heads Up supersedes our April 7, 2015, Heads Up on the presentation of debt issuance 
costs. It contains updates that reflect subsequent discussions with the SEC and FASB staffs related 
to the accounting for costs associated with revolving-debt arrangements.

Introduction
On April 7, 2015, the FASB issued ASU 2015-03,1 which changes the presentation of debt issuance 
costs in financial statements. Under the ASU, an entity presents such costs in the balance sheet as a 
direct deduction from the related debt liability rather than as an asset. Amortization of the costs is 
reported as interest expense. 

Since the ASU’s issuance, practitioners have inquired about the appropriate balance sheet presentation 
of costs incurred in connection with revolving-debt arrangements. At the June 18, 2015, meeting of the 
FASB’s Emerging Issues Task Force (EITF), the SEC staff announced that it would not object to an entity’s 
deferral and presentation of such costs as an asset (see discussion below).

Background
The project on debt issuance cost presentation is part of the FASB’s simplification initiative. Launched 
in June 2014, the initiative is intended to improve U.S. GAAP by reducing costs and complexity while 
maintaining or enhancing the usefulness of the related financial statement information. Simplification 
projects are narrow in scope, involve limited changes to U.S. GAAP, and can be completed quickly.

Under current guidance (i.e., ASC 835-30-45-32 before the ASU), an entity reports debt issuance costs 
in the balance sheet as deferred charges (i.e., as an asset). 

1	 FASB Accounting Standards Update No. 2015-03, Simplifying the Presentation of Debt Issuance Costs.
2	 For titles of FASB Accounting Standards Codification (ASC or "Codification") references, see Deloitte’s “Titles of Topics and Subtopics in the FASB 

Accounting Standards Codification.”
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Editor’s Note: Requiring presentation of debt issuance costs as a direct reduction of the related 
debt liability (rather than as an asset) is consistent with the presentation of debt discounts under 
U.S. GAAP. In addition, it converges the guidance in U.S. GAAP with that in IFRSs, under which 
transaction costs that are directly attributable to the issuance of a financial liability are treated as 
an adjustment to the initial carrying amount of the liability. It also reflects the SEC staff’s views 
regarding the treatment of equity issuance costs as a reduction of the gross proceeds of an equity 
offering. Further, it conforms U.S. GAAP to FASB Concepts Statement No. 6,3 which states, “Debt 
issue cost is not an asset for the same reason that debt discount is not — it provides no future 
economic benefit. Debt issue cost in effect reduces the proceeds of borrowing and increases the 
effective interest rate and thus may be accounted for the same as debt discount.”

Key Provisions of the ASU                        
The ASU specifies that “debt issuance costs related to a note shall be reported in the balance sheet as 
a direct deduction from the face amount of that note” and that “[a]mortization of debt issuance costs 
also shall be reported as interest expense.” The ASU’s Basis for Conclusions observes that in practice, 
debt issuance costs incurred before the associated funding is received (i.e., before the issuance of the 
debt liability) are deferred on the balance sheet until that debt liability amount is recorded.

The amendments do not affect the current guidance on the recognition and measurement of debt 
issuance costs. For example, the costs of issuing convertible debt would not change the calculation of 
the intrinsic value of an embedded conversion option that represents a beneficial conversion feature 
under ASC 470-20-30-13. Thus, entities may still need to track debt issuance costs separately from a 
debt discount. 

The example below illustrates how an entity would record debt issuance costs before and after 
adopting the ASU’s guidance.

Example
On January 1, 2015, an entity issues a debt security with a face amount of $10,000,000 to an investor.

On the same date, the entity incurs and pays incremental, direct issuance costs of $50,000 to parties 
other than the investor. The debt security matures in five years (on December 31, 2020). Before 
adopting the guidance in the ASU, the entity would record the $50,000 in debt issuance costs on 
January 1, 2015, as follows:

Journal Entry 1

Cash 	 $	 10,000,000

     Debt — long term 	 $	 10,000,000

To record $10,000,000 note payable on January 1, 2015.

Journal Entry 2

Deferred issuance cost (asset) 	 $	 50,000

     Cash 	 $	 50,000

To record $50,000 debt issuance cost on January 1, 2015.

After adopting the guidance in the ASU, the entity would record the $50,000 in debt issuance costs on 
January 1, 2015, as follows:

Journal Entry

Cash 	 $	 9,950,000

     Debt — long term 	 $	 9,950,000

To record $9,950,000* note payable on January 1, 2015.

*  The $9,950,000 is calculated by netting the $50,000 unamortized debt issuance costs from the note payable amount of $10,000,000.

3 	 FASB Concepts Statement No. 6, Elements of Financial Statements.
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Costs Associated With Revolving-Debt Arrangements
Since the issuance of ASU 2015-03, it has been unclear whether and, if so, how the ASU applies to 
revolving-debt arrangements.4 At the EITF’s June 18, 2015, meeting, the SEC staff clarified that the ASU 
does not address debt issuance costs associated with such arrangements and announced that it would 
“not object to an entity deferring and presenting [such] costs as an asset and subsequently amortizing 
the . . . costs ratably over the term of the revolving debt arrangement.”  

Editor’s Note: In developing ASU 2015-03, the FASB considered but ultimately decided against 
providing guidance on the balance sheet presentation of (1) debt issuance costs incurred before 
a debt liability is recognized (e.g., before the debt proceeds are received) and (2) costs associated 
with revolving-debt arrangements. In our discussions with the FASB staff, the staff confirmed 
that the ASU does not address the presentation of issuance costs associated with revolving-debt 
arrangements. Accordingly, an entity should elect an accounting policy for the presentation of 
such costs. 

While the SEC staff’s announcement clarifies that revolving-debt arrangements are outside the 
scope of ASU 2015-03, it does not address whether the ASU’s presentation approach is an 
acceptable accounting policy for such arrangements and, if so, how an entity should implement 
such an approach. Under the ASU, an entity would deduct debt issuance costs from the related 
debt liability. But it is unclear how the entity would present any remaining unamortized debt 
issuance costs if it repaid the amounts outstanding under the revolving-debt arrangement and 
still had an option to make new borrowings under the same arrangement. In this case, there 
would no longer be a liability with which to associate the costs. It is also unclear how the entity 
would present any remaining unamortized costs if the costs exceeded the amount currently 
outstanding under the revolving-debt arrangement. 

Given the implementation questions associated with application of the ASU’s presentation 
approach to revolving-debt arrangements, as well as questions about the acceptability of such 
application, we expect that many, if not most, entities will elect to apply the accounting policy 
outlined by the SEC staff at the June 18, 2015, EITF meeting. Under that policy, an entity presents 
remaining unamortized debt issuance costs associated with a revolving-debt arrangement as an 
asset even if the entity currently has a recognized debt liability for amounts outstanding under 
the arrangement. Further, such costs are amortized over the life of the arrangement even if the 
entity repays previously drawn amounts. 

Effective Date and Transition 
For public business entities, the guidance in the ASU is effective for fiscal years, and interim periods 
within those fiscal years, beginning after December 15, 2015. For entities other than public business 
entities, the guidance is effective for fiscal years beginning after December 15, 2015, and interim 
periods beginning after December 15, 2016. Early adoption is allowed for all entities for financial 
statements that have not been previously issued. Entities would apply the new guidance retrospectively 
to all prior periods (i.e., the balance sheet for each period is adjusted).

The ASU requires an entity to “disclose in the first fiscal year after the entity’s adoption date, and in the 
interim periods within the first fiscal year, the following:

1.	 The nature of and reason for the change in accounting principle

2.	 The transition method

3.	 A description of the prior-period information that has been retrospectively adjusted

4.	 The effect of the change on the financial statement line item (that is, the debt issuance cost 
asset and the debt liability).” 

4 	 The Codification Master Glossary defines a line-of-credit or revolving-debt arrangement as follows: “A line-of-credit or revolving-debt 
arrangement is an agreement that provides the borrower with the option to make multiple borrowings up to a specified maximum amount, 
to repay portions of previous borrowings, and to then reborrow under the same contract. Line-of-credit and revolving-debt arrangements may 
include both amounts drawn by the debtor (a debt instrument) and a commitment by the creditor to make additional amounts available to the 
debtor under predefined terms (a loan commitment).”
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Subscriptions

If you wish to receive Heads Up and other accounting publications issued by Deloitte’s Accounting Standards and Communications 
Group, please register at www.deloitte.com/us/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. •	 Financial reporting for taxes. •	 Transactions and business events.

•	 Driving enterprise value. •	 Governance, risk, and compliance.

•	 Financial reporting. •	 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! 

Heads Up is prepared by the National Office Accounting Standards and Communications Group of Deloitte 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.

As used in this document, “Deloitte“ means Deloitte & Touche LLP, a subsidiary of Deloitte LLP. Please see 
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Copyright © 2015 Deloitte Development LLC. All rights reserved.
Member of Deloitte Touche Tohmatsu Limited.

https://Subscriptions.deloitte.com/OptIn.aspx?sub=a0C300000021TYf
http://www.deloitte.com/us/dbriefs
www.deloitte.com/us/dbriefs
http://www.usgaapplus.com
http://www.deloitte.com/us/about

