
 

 

Limited CECL FVO Now Available 
 

With the implementation date of the new credit impairment model known as CECL fast approaching, FASB recently 
released Accounting Standards Update (ASU) 2019-05, Financial Instruments—Credit Losses (Topic 326), Targeted 
Transition Relief. The ASU provides a one-time, instrument-by-instrument election to apply the fair value option 
(FVO) to certain existing financial instruments measured at amortized cost on CECL’s adoption. Currently, the FVO 
can only be elected at an instrument’s inception or acquisition. This narrowly focused transition relief would 
permit a one-time, irrevocable election to apply the FVO to certain amortized cost instruments and would not 
apply to held-to-maturity (HTM) debt securities. This change would prevent some companies from having two 
different accounting models for similar asset portfolios (CECL and fair value).   

 

Background 
The original requests for relief were submitted by preparers and investors involved in the subprime auto financing 
industry. These subprime arrangements currently have specialized accounting treatment that the SEC’s Office of 
the Chief Accountant approved in 2005. However, this specialized accounting is not permitted under ASU 2016-13 
and these loans would be discounted using the effective interest method as opposed to the current accounting 
practice of discounting the expected cash flows using a market participant’s expected rate of return.  

These subprime lending agreements do not meet the scope requirements for purchased credit-deteriorated assets 
and beneficial interests under ASU 2016-13. Many subprime auto lenders have concluded that accounting for 
these loans under the FVO will provide more meaningful information to financial statement users as the fair value 
of financial instruments will be based largely on expected cash flows discounted using a market participant’s 
expected rate of return, which is more aligned with current accounting. However, upon adopting ASU 2016-13, 
these entities could have dual measurement methods for similar financial instruments because the existing loan 
portfolio would be measured using ASU 2016-13, while newly originated or purchased loans may be measured at 
fair value using the election provided by Accounting Standards Codification (ASC) 825-10, which may result in less 
comparable information for financial statement users and additional costs for preparers. 

FASB concluded these changes will benefit financial statement users by increasing comparability of financial 
statement information for entities that have begun—or are planning—to elect the FVO for certain financial 
instruments that are newly purchased or originated before ASC 326’s adoption.  

Scope 
An entity may irrevocably elect the FVO in accordance with ASC 825-10 for financial instruments within Subtopic 
326-20’s scope—except for HTM debt securities—that also are eligible items in Subtopic 825-10. The scope was 
specifically limited to financial assets that are eligible for the FVO in ASC 825-10; therefore, certain assets like a net 
investment in a lease are excluded.  

Effective Dates 
ASU 2016-13

PBE – SEC Filers
Interim and annual 

statements 
beginning after 
December 15, 

2019

PBE – Non-SEC Filers
Interim and annual 

statements beginning 
after December 15, 

2020

All Others 
Interim and annual 

statements beginning 
after December 15, 

2021
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Transition & Effective Date 
For entities that have not yet adopted ASU 2016-13, the effective date and transition methodology for these 
amendments are the same as ASU 2016-13. For entities that have adopted ASU 2016-13, these amendments are 
effective for fiscal years beginning after December 15, 2019, including interim periods within those fiscal years. 
Early adoption is permitted in any interim period as long as an entity has adopted ASU 2016-13.   

The amendments should be applied on a modified-retrospective basis by means of a cumulative-effect adjustment 
to the opening balance of retained earnings in the statement of financial position as of the date that an entity 
adopted ASU 2016-13. 

The adoption of the CECL model will be complex and likely will require significant hours to implement correctly. 
BKD can help educate your team, provide implementation tools and assist with analysis and documentation. If you 
would like assistance complying with the CECL standard, contact your BKD trusted advisor. BKD has prepared a 
library of BKD Thoughtware® on this topic. Visit our website to learn more. 
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Summary of Subsequent CECL Standard Setting 

 

ASU 2019-05  
Transition FVO 

ASU 2019-04  
Multiple Technical Corrections  

ASU 2018-19
Codification Improvements to Topic 326 (Effective Date) 

ASU 2016-13
Measurement of Credit Losses on Financial Instruments (Topic 326)

FASB categorically rejected requests to extend the transition relief to debt securities classified as HTM either by 
including HTM securities within the scope of financial instruments eligible for the FVO or by allowing HTM debt 
securities to be transferred to the available-for-sale category without calling into question an entity’s intent to 
hold other HTM debt securities to maturity.   
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