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ABSTRACT On July 21, 2010, the Financial Accounting Standards Board (FASB) issued Accounting 

Standards Update 2010-20 (ASU 2010-20), Disclosures about the Credit Quality of Financing Receivables 

and the Allowance for Credit Losses.  The new Standard requires companies to use enhanced disclosures 

in new reporting formats by segmenting the loan portfolio.  In addition, the disclosures must include 

detailed discussions about the policies, methodologies and credit risk assessments used to estimate the 

Allowance for Credit Losses.   The following paper will clarify the new Standard’s required enhanced 

disclosures, the new levels of disaggregation, and the effective due dates for both public and non-public 

entities.   
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THE PROBLEM This topic was originally addressed by AcSEC (Accounting Standards Executive 

Committee) recently renamed Financial Reporting Executive Committee (FinREC)] and sent to FASB 

years ago.  Due to the general poor reaction from everyone when the allowance subject is raised, FASB 

decided to table the project and focus on fair value. (i.e. if everything is recorded at fair value there is no 

need for an allowance account).  Then in 2008 and 2009 as the fair value issue came under fire with 

regulators due to the credit crisis, FASB decided that increased transparency was needed in this area.  

With little fan fare, FASB brought the tabled project back to life.   

 

 

UNDERSTANDING THE STANDARD’S IMPACT The new ASU 2010-20 Standard will dramatically 

change the way you disclose the amounts and risk assessments you use in preparing the estimation of 

loss for your loan portfolio and other financing receivables.  Companies will now be moving from the 

current condensed format to multiple disclosures in a segmented format.  In addition, disclosures are 

required to have detailed discussions about the policies, methodologies, credit risk assessments and 

supporting analysis calculations used in your estimation of the Allowance for Credit Losses.  The 

Standard requires two new levels of disaggregation within financial statement disclosures.   These levels 

are by portfolio segment and by class of loan.  In addition, a third level of disaggregation that could be 

utilized is by measurement attribute.   

 

A portfolio segment is the level at which a creditor develops and documents a systematic methodology 

for determining its allowance, such as by type of loan, industry or risk rate (for example, auto, real 

estate, commercial or unsecured loans).  Most companies and financial institutions are familiar with 

portfolio segments as this is the level that is more than likely being reported in their financial 

statements. 

 

A class of loan is generally a disaggregation of a portfolio segment.  The principal determination of a 

class should be based on the initial measurement attribute and secondarily by the level the entity uses 

when assessing and monitoring risk and the performance of the portfolio, such as by type of borrower, 

type of loan or type of collateral (for example, if a segment has been defined as auto loans then a class 

could include new, used or indirect auto loans). 

 

A measurement attribute is a level at which a creditor develops a credit risk profile, such as by 

creditworthiness category or internally assigned grade (for example, grades of pass, special mention or 

substandard assigned to the loans within the portfolio). 

 

Specific disclosures and the levels of disaggregation are on the following pages.
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Disclosures about the Credit Quality of Financing Receivables and the Allowance for Credit 

Losses 

Accounting Standards Codification- Section 310-10- Public Entities Non-public 

Entities 

Disclosure Presentation 

Level 

Effective Date* Effective 

Date* 

ALLOWANCE FOR CREDIT LOSSES   

50-11Ba1 Description of accounting policies and methodology 

including descriptions of factors that influenced 

management's judgment including both historical losses 

and existing economic conditions 

Segment 12/15/2010 12/15/2011 

50-11Ba2 Discussion of risk characteristics relevant to each 

portfolio segment 

Segment 12/15/2010 12/15/2011 

50-11Ba3 Identify any changes to accounting policies or 

methodology from prior year and rationale for the 

change 

Segment 12/15/2010 12/15/2011 

50-11Bb Description of management's charge-off policy Segment 12/15/2010 12/15/2011 

50-11Bc Activity in the allowance account, including balances at 

the beginning and end of each period, additions, write-

downs, and recoveries 

Segment 12/15/2011 12/15/2011 

50-11Bd Quantitative effect of any policy or methodology changes 

that affect current year provision 

Segment 12/15/2011 12/15/2011 

50-11Be Amount of any significant purchases of financing 

receivables 

Segment 12/15/2011 12/15/2011 

50-11Bf Amount of any significant sales or reclassifications of 

financing receivables 

Segment 12/15/2011 12/15/2011 

50-11Bg & 

50-11C 

Balance of allowance account at end of each period 

presented disaggregated on the basis of the entity's 

impairment method and separately disclose the amounts 

collectively evaluated for impairment, amounts 

individually evaluated for impairment and amounts 

related to loans acquired with deteriorated credit quality 

Segment 12/15/2010 12/15/2011 

50-11Bh & 

50-11C 

Recorded investment in financing receivables at end of 

each period related to balances in the allowance, 

disaggregated on the basis of the entity's impairment 

method and separately disclose the amounts collectively 

evaluated for impairment, amounts individually 

evaluated for impairment and amounts related to loans 

acquired with deteriorated credit quality 

Segment 12/15/2010 12/15/2011 
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Disclosures about the Credit Quality of Financing Receivables and the Allowance for Credit 

Losses 

Accounting Standards Codification- Section 310-10- Public Entities Non-public 

Entities 

Disclosure Presentation 

Level 

Effective Date* Effective 

Date* 

CREDIT QUALITY INFORMATION   

50-6e Policy for determining past due delinquency status Class 12/15/2010 12/15/2011 

50-29a-b Description of credit quality indicators and recorded 

investment by each indicator 

Class 12/15/2010 12/15/2011 

50-30 If an entity discloses internal risk ratings, provide 

qualitative information on how internal risk ratings relate 

to likelihood of loss 

Class 12/15/2010 12/15/2011 

50-29c Date or range of dates in which the information was 

updated for each credit quality indicator 

Class 12/15/2010 12/15/2011 

50-7A Analysis of the age of the recorded investment in 

financing receivables that are past due 

Class 12/15/2010 12/15/2011 

50-7b Recorded investment in loans past due 90 days or more 

for which interest is still accruing 

Class 12/15/2010 12/15/2011 

 IMPAIRED FINANCING RECEIVABLES   

50-15d Management's policy for individually assessing loans for 

impairment 

Class 12/15/2010 12/15/2011 

50-15b Management's policy for recognizing interest income on 

impaired loans including how cash receipts are recorded 

Class 12/15/2010 12/15/2011 

50-15a3i Recorded investment in impaired loans with a related 

allowance and amount of that allowance 

Class 12/15/2010 12/15/2011 

50-15a3ii Recorded investment in impaired loans with no related 

allowance 

Class 12/15/2010 12/15/2011 

50-15a4 Total unpaid principal balance of the impaired loans Class 12/15/2010 12/15/2011 

50-15e Factors considered in determining loan impairment Class 12/15/2010 12/15/2011 

50-15c1-2 Average recorded investment in the impaired loans and 

the related amount of interest income recognized during 

time within that period that the loans were impaired 

Class 12/15/2011 12/15/2011 

50-15c3 Amount of interest income recognized using a cash-basis 

method during the time within that period that the loans 

were impaired, if practicable 

Class 12/15/2011 12/15/2011 

 NONACCRUAL STATUS    

50-6a-c Policy for placing loans on nonaccrual status, recording 

payments and policy for resuming accrual of interest 

Class 12/15/2010 12/15/2011 

50-7a Recorded investment in loans on nonaccrual status Class 12/15/2010 12/15/2011 
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Disclosures about the Credit Quality of Financing Receivables and the Allowance for Credit 

Losses 
Accounting Standards Codification- Section 310-10- Public Entities Non-public 

Entities 

Disclosure Presentation 

Level 

Effective Date* Effective 

Date* 

 MODIFICATIONS AND SUBSEQUENT DEFAULTS    

     

50-33a1 Information about how the financing receivables were 

modified 

Class 12/15/2011 12/15/2011 

50-33a2 Information about the financial effects of modifications 

made 

Class 12/15/2011 12/15/2011 

50-33b Information about how modifications are factored into 

the allowance estimate 

Segment 12/15/2011 12/15/2011 

50-34a1-2 Types and amounts of financing receivables modified as 

troubled debt restructurings within the previous 12 

months for which there was a default during the period 

Class 12/15/2011 12/15/2011 

50-34b Information about how subsequent defaults are factored 

into the allowance estimate 

Segment 12/15/2011 12/15/2011 

* The listed effective dates are based on Harbinger Technology Solutions' interpretation of Accounting Standards 

Update 2010-20 requirements.  Please refer to your Accountant or Auditor for further advice on effective dates 

related to this Update 

 

 

 

Click to go to financial statement notes. 

 

 

 

A SOLUTION Although this Update applies to all types of entities (both 

public and nonpublic), we have found the majority are either unaware of 

this new update or have not made significant efforts to comply with the 

Standard.  As stated in the disclosure chart above, December 31, 2010 is 

the effective date for all public entities to comply.  While some of the 

changes can be adopted in 2011, many of the disclosures will require 

hours of increased effort before year end.   

 

ARCSys
SM

 has been following this Update since it was issued as an 

Exposure Draft and has created specialized accounting Software 

(Software as a Service (SaaS)) to comply with SFAS 5, SFAS 114 and ASU 

2010-20.  Our software, ACL Calculator
SM

, will effortlessly automate the 

 December 31, 

2010 is the 

effective date for 

all public entities 

to comply. 
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entire allowance calculation process including disclosures; rendering spreadsheets obsolete.   ACL 

Calculator
SM

 handles everything:  

 

• Historical losses and calculations by segment or class,  

• Additional risks calculations for economical, political, industry and environmental credit 

risks by segment or class. 

• SFAS 114 evaluation for fair value and present value calculations 

• Troubled Debt Restructurings, 

• Detailed calculation reports and edit reports 

• Full financial statement disclosures,   

• And much more! 

 

 

CONCLUSION The ACL Calculator
SM

 is a proprietary software designed to offer you piece of mind 

regarding SFAS 5 and 114 requirements and the new update standard ASU 2010-20 disclosure changes.  

It is a comprehensive, customizable, all-encompassing software that will drastically minimize the 

workload required to comply with the new Standard.  

 

Our simple approach allows institutions to address every aspect of the Allowance for Credit Losses 

including; portfolio segments, classes, calculation reports, disclosures, loan modifications (troubled debt 

restructurings) and external risk variables.  Using ACL Calculator
SM

 results in full disclosures of the 

policies, processes and risk assessments used for the estimation of the Allowance for Credit Losses 

including underlying calculation methodology as required by ASU 2010-20.  

 

Best of all, it is software developed by accountants for accountants.  We provide Innovative Solutions in 

a Regulated World. 

 

 

 


