Audit Program: Debt Modifications and Extinguishments (ASC 470-50)
	Client: [Client Name]
	Period end: [MM/DD/YYYY]

	Prepared by: [Initials] Date: [MM/DD/YYYY]
	Reviewed by: [Initials] Date: [MM/DD/YYYY]

	W/P reference: [Ref]
	Engagement: [Audit / Review / Compilation]



[Drafting note, delete before use: Draft for professional judgment. Tailor it to the engagement or the firm, and have legal counsel review it where needed. It is not legal advice and does not by itself show compliance with professional standards or with any law or regulation. Procedures are a starting point. Tailor the nature, timing and extent to your risk assessment, and cut procedures that do not respond to an assessed risk.]
1. Objective
To obtain sufficient appropriate audit evidence about the accounting for debt modifications, exchanges and extinguishments: that the entity applied the ten percent cash flow test and the other tests in ASC 470-50 correctly, that gains, losses, fees and costs are recorded in the right place and period, and that the disclosures are complete.
2. Framework and standards
FASB ASC Subtopic 470-50. The present value test follows 470-50-40-10 and the calculation rules in 470-50-40-12: use all cash flows of the new instrument plus fees paid to the creditor less amounts received from the creditor, use the variable rate at the modification date for floating-rate debt, run separate analyses for call and put features and use the smaller change, discount at the effective interest rate of the original instrument and look back one year for earlier modifications. A separate test applies to a change in the fair value of an embedded conversion option. Audit work follows AU-C 330, 505 and 540 for nonissuers (AS 2301, 2310 and 2501 for issuers).
3. Entity information
	Item
	Entry

	Client and balance or class of transactions
	[Client Name]: [account area]

	Period and balance sheet date
	[MM/DD/YYYY]

	Materiality and performance materiality
	[Overall $] / [Performance $] / [Clearly trivial $]

	Significant accounts or disclosures covered
	[List]

	Controls to be tested (reliance planned: Yes / No)
	[Control IDs from the walkthrough]



4. Risks and planned responses
	Risk or matter
	Assertion
	Planned response (procedure refs)
	Assessed level (Low / Moderate / High)

	Modification treated as non-substantial when the ten percent test is failed
	Classification, valuation
	B.1 to B.6
	

	Fees to creditor and third parties placed in the wrong bucket
	Classification, accuracy
	C.1 to C.3
	

	Convertible or warrant features changed in the modification
	Valuation
	B.7
	

	Covenant waivers or cures affecting classification as current or long term
	Presentation
	D.1, D.2
	

	Unrecorded amendments or forbearance agreements
	Completeness
	A.2, A.3
	

	[Entity-specific risk]
	
	
	



5. Identify changes to debt
	Ref
	Procedure
	Assertions
	W/P ref
	Done by / date
	Result

	A.1
	Obtain the debt schedule and a list of every amendment, waiver, extension, refinancing and exchange during the period and within one year before the modification date.
	Completeness
	
	
	

	A.2
	Confirm the principal, rate, maturity, collateral and covenants with each lender, and ask the lender about amendments in negotiation.
	Completeness, existence
	
	
	

	A.3
	Read board and committee minutes, lender correspondence and legal letters for modification or forbearance discussions.
	Completeness
	
	
	

	A.4
	Read each amendment and note changes to cash flows, maturity, call or put features, conversion terms, collateral and guarantees.
	Classification
	
	
	



6. Ten percent cash flow test
	Ref
	Procedure
	Assertions
	W/P ref
	Done by / date
	Result

	B.1
	Obtain management’s present value analysis and agree the original debt cash flows to the original agreement and amortization schedule.
	Accuracy
	
	
	

	B.2
	Test that the new debt cash flows include all contractual cash flows plus fees paid to the creditor less amounts received from the creditor (470-50-40-12).
	Accuracy
	
	
	

	B.3
	For floating-rate debt, check that the variable rate in effect at the modification date was used.
	Accuracy
	
	
	

	B.4
	Where either instrument is callable or puttable, check that separate analyses assuming exercise and non-exercise were run and that the one with the smaller change was used.
	Valuation
	
	
	

	B.5
	Check that the discount rate is the effective interest rate, for accounting purposes, of the original instrument, and recompute the present values and the percentage change.
	Valuation
	
	
	

	B.6
	If the debt was modified without being substantially different within the past year, check that terms from a year earlier were used as the baseline.
	Accuracy
	
	
	

	B.7
	For an embedded conversion option, check that the change in its fair value was tested separately against the carrying amount of the original debt and not included in the ten percent test. Evaluate the fair value inputs, with a specialist if needed.
	Valuation
	
	
	



7. Accounting for the result, fees and costs
	Ref
	Procedure
	Assertions
	W/P ref
	Done by / date
	Result

	C.1
	If the modification is accounted for as an extinguishment, recompute the gain or loss, including unamortized issuance costs and fees paid to or received from the creditor, and test that the new debt is recorded at fair value.
	Accuracy
	
	
	

	C.2
	If it is not substantially different, test that fees paid to the creditor adjust the carrying amount and third-party costs are expensed, and recompute the new effective interest rate.
	Classification, accuracy
	
	
	

	C.3
	Test the amortization of discounts, premiums and issuance costs after the modification against the revised schedule.
	Accuracy
	
	
	

	C.4
	Agree interest expense and accrued interest to the debt agreements and the interest rollforward.
	Accuracy
	
	
	



8. Classification, covenants and disclosure
	Ref
	Procedure
	Assertions
	W/P ref
	Done by / date
	Result

	D.1
	Recompute covenant calculations at the balance sheet date and compare with the amended covenant levels; evaluate waivers obtained, their duration and whether a violation makes debt currently payable.
	Presentation
	
	
	

	D.2
	Test the current and long-term split against the maturity schedule and any refinancing evidence after the balance sheet date.
	Classification
	
	
	

	D.3
	Agree the maturity table, rates, collateral, covenants and significant terms in the notes to the agreements.
	Presentation
	
	
	



9. Conclusion
Conclude on whether modifications and exchanges were evaluated and recorded under ASC 470-50 and whether debt is properly classified and disclosed.
[Conclusion: whether sufficient appropriate audit evidence was obtained for the account area, the misstatements identified (carried to the summary of uncorrected misstatements), and any matters for the engagement partner or those charged with governance.]
Preparer and reviewer sign-off
	Role
	Name
	Signature or initials
	Date
	Extent of review

	Prepared by
	[Name]
	[Initials]
	[MM/DD/YYYY]
	Not applicable

	Reviewed by (senior / manager)
	[Name]
	[Initials]
	[MM/DD/YYYY]
	[Full / selected items]

	Reviewed by (partner or controller)
	[Name], CPA
	[Initials]
	[MM/DD/YYYY]
	[Full / significant matters and judgments]



Free template from CORAA (coraa.ai/us/templates). Draft for professional judgment: adapt it to the engagement and your firm’s methodology, have legal counsel review where needed, and check it against current AICPA, FASB and other applicable requirements before use.
