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Modification Extinguishment

Impact on 
liability

No change, except 

for capitalised fees

Old debt 

derecognised

New debt 

recognised

Lender fees
Lender fees

Capitalise (AASB 

9.5.4.3)

Expense (AASB 

9.B3.3.6)

3rd party fees Capitalise (AASB 

9.5.4.3)

Expense (AASB 

9.B3.3.6)

Gain/Loss on 

event

Difference between 

net present values of 

past and future cash 

flows

Difference between 

old debt and fair 

value of new debt



Facts:



Discussion: Modification vs Extinguishment

Journals required: Modification

Original Debt

Interest 10%

Principal 1,000,000

Maturity Year 10

Year Cash Flow Book value

0 1,000,000 (1,000,000)

1 (100,000) (1,000,000)

2 (100,000) (1,000,000)

3 (100,000) (1,000,000)

4 (100,000) (1,000,000)

5a (100,000) (1,000,000)

6 (100,000) (1,000,000)

7 (100,000) (1,000,000)

8 (100,000) (1,000,000)

9 (100,000) (1,000,000)

10 (1,100,000) -

Replacement Debt

Maturity Year 10

Year Cash Flow Present Value

5a - -

6 - -

7 - -

8 - -

9 - -

10 (1,600,000) (993,474)b

A Year of restructure 
B Calculated as ($1,600,000)/(1.105)



Original Debt

Interest 10%

Principal 1,000,000

Maturity Year 10

Year Cash Flow Book value

0 1,000,000 (1,000,000)

1 (100,000) (1,000,000)

2 (100,000) (1,000,000)

3 (100,000) (1,000,000)

4 (100,000) (1,000,000)

5a (100,000) (1,000,000)

6 (100,000) (1,000,000)

7 (100,000) (1,000,000)

8 (100,000) (1,000,000)

9 (100,000) (1,000,000)

10 (1,100,000) -

aYear of restructure 

Replacement Debt

Present value

Year Cash Flow @10% @15%

5a (50,000)b (50,000) -

6 - -

7 - -

8 - -

9 - -

10 - -

11 (1,500,000) (846,711)c (648,491)

A Year of restructure

B Legal fees

C Calculated as (1,500,000)/(1.106)
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Journals required: Extinguishment

Prepayment feature

Debt syndication
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