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ASU 2010-20 Whitepaper – Series 3 

Impaired Financing Receivables 

 

 

Impaired Financing Receivables 

Regarding the new standard mandated by ASU 2010-20, this whitepaper provides users of financial 
statements with an understanding of impaired loan disclosures. The new disclosures – with class-level 

detail – include policies and factors for assessing impairment and multiple disclosures about the balances 

of impaired loans and recognized income. At this class-level detail, the biggest change involves the 
tracking of impaired loans included in the pool calculations.  Gone are the days of a single number for 

these disclosures. 

 

Definition of Impairment 

Key impairment principles are as follows from FASB Codification 310-30-35: 

 “Impairment of receivables shall be recognized when, based on all available information, it is 
probable that a loss has been incurred based on past events and conditions existing at the date of the 

financial statements.” 

 “It is inappropriate to consider possible or expected future trends that may lead to additional losses.”  

 “GAAP does not permit the establishment of allowances that are not supported by appropriate 

analyses. The approach for determination of the allowance shall be well documented and applied 

consistently from period to period.” 

 “If, based on current information and events, it is probable that the entity will be unable to collect all 

amounts due according to the contractual terms of the receivable, the condition in paragraph 450-20-

25-2(a) is met. As used here, all amounts due according to the contractual terms means that both the 

contractual interest payments and the contractual principal payments will be collected as scheduled 
according to the receivable's contractual terms.” 

 “This guidance does not specify how a creditor should determine that it is probable that it will be 

unable to collect all amounts due according to the contractual terms of a loan.” 

 “Measuring impairment of a loan requires judgment and estimates, and the eventual outcomes may 

differ from those estimates. Creditors shall have latitude to develop measurement methods that are 

practical in their circumstances.” 

 

Policies and Procedures 

The standard requires disclosure at the class level, so it is imperative to change policies to include 

discussion of which factors determine impairment for each class. In addition, institutions must disclose all 

these factors. For example, an institution may base impairment decisions for 1st real estate mortgages 
upon days past due or loan to value ratios. However, it may base commercial loans on financial ratios 
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(default provisions) or cash flow issues derived from financial statements and other financial data 

received from clients. 

The standard also requires institutions to disclose how often the loans are reviewed for impairment. 
Policies may also need to address revaluation of assets at the class level if an institution uses loan to value 

analysis for collateral based loans. How these decisions are worked into the loss estimates may be critical. 

Institutions must disclose the following policies: 

 Policy for individually assessing loans for impairment by class.  The wording of this policy will 

directly affect the detail of the disclosures at the class level. 

 Factors used in determining impaired status by class.  These factors need to be consistently applied 

within the class and at each reporting period.  Since disclosure requires time frames for applying these 
factors, management needs to establish procedures and policies to ensure compliance and review. 

 Policy for recognizing interest income on impaired loans including how cash receipts are recorded by 

class (are payments posted to interest first, principal, or fees) 

 

Disclosures of Impaired Loans by Class 

Institutions may report and record impaired loans in multiple locations throughout the allowance 

calculation. Because of the credit crisis, institutions have had more impaired loans and TDR’s. Since there 

are no specific rules for handling impaired loans, institutions have come up with various ways to record 
and report these loans. Impaired loans could be included in several parts of the calculation and analysis: 

 Loans listed as SFAS 114 loans 

 All TDR loans – TDR loans are impaired by definition even if there is no loss allowance. Institutions 
may have recorded these loans as part of the pools or in the SFAS 114 calculation 

 Watch list loans 

 Loans that were on the SFAS 114 list but were moved back to a pool for loss estimation or pooled 
loans that are specifically considered impaired for some reason based on the institution’s policies 

The standard requires the following disclosures of balances at period end and income recognized by class 

(or segment if an institution has no classes): 

 The recorded investment in impaired loans separated by those with valuation allowances and those 
without. The recorded investment is the amount of the investment in a loan, which is not net of a 

valuation allowance, but which does reflect any direct write-down of the investment. This includes 

the SFAS 91 amounts and any other adjustments applied. If SFAS 91 is applied on a loan by loan 
basis, the recorded investment must include the amounts remaining unamortized for each loan.  If 

applying SFAS 91 on a pool or combined basis, institutions must determine how to disclose the 

recorded investment at the class level by allocating the SFAS 91 costs to the impaired loans for each 

category of valuation allowance (with or without). For many institutions, breaking out the recorded 
investment in impaired loans will require additional effort above what is necessary today and by using 

special tracking and allocation methods. 

 For loans with a valuation allowance, institutions must calculate the allowance for these impaired 
loans by class. For loans in pools, institutions must base the allowance on the definition of impaired 

loans for each class. Institutions must do this allocation at each reporting period. 

 The unpaid principal balance of these loans for each category (with or without allowance) and for 
each class. 
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 The average recorded investment in impaired loans by class. Institutions base the average on the 

impaired loans by class and the timing of when these loans move in and out of impaired status.   

 The average interest income recognized over the period the loans were impaired. Institutions base this 
calculation on the interest income recognition policies by class and disclose in correlation to the 

period being presented in the income statement. Therefore, for quarterly filers, the average period will 

change each quarter. 

 If practical, the average cash basis interest income recognized during the time the loans were 

impaired (most institutions will probably not disclose this). 

These disclosures require each institution to develop tracking methods for each specific disclosure at the 

class level. Historically, the disclosures similar to these were calculated on a combined basis.  Preparing 
detailed analysis at the class level will take more work and effort. 

 

Definition of Loan Class 

A class of loan is generally a disaggregation of a portfolio segment.  Institutions should base the principal 
determination of a class on the initial measurement attribute, such as amortized cost or loans acquired 

with deteriorated credit quality, 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 is 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, pass, special mention or 
substandard assigned to the loans within the portfolio. The initial measurement attribute for most loans 

will be amortized cost. 

 

General Reminder – Controls Management 

In previous whitepapers, ARCSys continually discusses internal controls and documentation. Not only is 

this important internally, but it is also increasingly important to auditors. As an auditor renders an opinion 

on financial statements including disclosures, the additional disclosures for segment and class information 

must fall under specific audit procedures. Since institutions must now disclose segments and classes at a 
higher level of detail than in previous years, the auditor will require more documentation to support the 

disclosures. In addition, for those institutions under PCAOB audit rules or those requiring FDICIA audit 

requirements, the procedures, approvals, reviews and all control environment issues come into play. So 
while this seems to be a large accounting effort, it also becomes a significant controls management issue 

as well. 

 

Disclosure Example – Impaired Loans 

Management considers a loan to be impaired when, based on current information and events, it is 

determined that the institution will not be able to collect all amounts due according to the loan contract, 

including scheduled interest payments. Determination of impairment is as follows by class: 

 Commercial loans are considered impaired under one of  three methods: 

 The company fails to meet the default provisions within the loan document 



 

4 
 

 The loan is delinquent for at least 60 days and the company’s current ratio falls below 1.00 

 The collateral value of the assets securing the loan are less than 80% of the loan value and the 

company’s current ratio falls below 1.00 

 Real Estate Loans are considered impaired under one of  two methods: 

 The loan to value ratio is less than 80 % 

 The loan is delinquent for over 90 days 

 Consumer loans are considered impaired under one method: 

 The loan is past due more than 90 days and no workout plan is in place or being established 

When management identifies a loan as impaired, it measures the impairment based on the present value of 
expected future cash flows, discounted at the loan’s effective interest rate, except when the (remaining) 

source of repayment for the loan is the operation or liquidation of the collateral. 

In these cases management uses the current fair value of the collateral, less selling costs when foreclosure 
is probable, instead of discounted cash flows. If management determines that the value of the impaired 

loan is less than the recorded investment in the loan (net of previous charge-offs, deferred loan fees or 

costs and unamortized premium or discount), it recognizes impairment through an allowance estimate or a 

charge-off to the allowance.  

When the ultimate collectability of the total principal of an impaired loan is in doubt and the loan is on 

nonaccrual status, all payments are applied to principal, under the cost recovery method. When the 

ultimate collectability of the total principal of an impaired loan is not in doubt and the loan is on 
nonaccrual status, contractual interest is credited to interest income when received, under the cash basis 

method. 

The following table includes the recorded investment and unpaid principal balances for impaired 
financing receivables with the associated allowance amount, if applicable. Management determined the 

specific allowance based on the present value of expected future cash flows, discounted at the loan’s 

effective interest rate, except when the remaining source of repayment for the loan is the operation or 

liquidation of the collateral. In those cases, the current fair value of the collateral, less selling costs was 
used to determine the specific allowance recorded. 

Also presented are the average recorded investments in the impaired loans and the related amount of 

interest recognized during the time within the period that the loans were impaired. When the ultimate 
collectability of the total principal of an impaired loan is in doubt and the loan is on nonaccrual status, all 

payments are applied to principal, under the cost recovery method. 

When the ultimate collectability of the total principal of an impaired loan is not in doubt and the loan is 

on nonaccrual status, contractual interest is credited to interest income when received, under the cash 
basis method.  The average balances are calculated based on the month-end balances of the financing 

receivables of the period reported. 
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Impaired Loans by Class (for year ending December 31, 2011) 

 
 

2011 
Recorded 

Investment 

Unpaid 

Principal 

Balance 

Associated 

Allowance 

Average 

Recorded 

Investment 

Interest Income 

Recognized 

With no specific allowance recorded: 

Commercial $XX,XXX $XX,XXX $ $XX,XXX $XX,XXX 

Agricultural $XX,XXX $XX,XXX $ $XX,XXX $XX,XXX 

Commercial 

Construction 
$XX,XXX $XX,XXX $ $XX,XXX $XX,XXX 

Residential 

Development 
$XX,XXX $XX,XXX $ $XX,XXX $XX,XXX 

Consumer Secured $XX,XXX $XX,XXX $ $XX,XXX $XX,XXX 

First Mortgages $XX,XXX $XX,XXX $ $XX,XXX $XX,XXX 

Commercial Mortgages $XX,XXX $XX,XXX $ $XX,XXX $XX,XXX 

Home Equities $XX,XXX $XX,XXX $ $XX,XXX $XX,XXX 

Unsecured less than 1 

year 
$XX,XXX $XX,XXX $ $XX,XXX $XX,XXX 

Credit Card $XX,XXX $XX,XXX $ $XX,XXX $XX,XXX 

Unsecured greater than 1 

year 
$XX,XXX $XX,XXX $ $XX,XXX $XX,XXX 

With an allowance recorded: 
Commercial $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Agricultural $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Commercial 

Construction 
$XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Residential 

Development 
$XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Consumer Secured $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

First Mortgages $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Commercial Mortgages $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Home Equities $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Unsecured less than 1 

year 
$XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Credit Card $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Unsecured greater than 1 

year 
$XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Total: 

Commercial $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Agricultural $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Commercial 

Construction 
$XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Residential 

Development 
$XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Consumer Secured $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

First Mortgages $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Commercial Mortgages $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Home Equities $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Unsecured less than 1 

year 
$XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Credit Card $XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 

Unsecured greater than 1 

year 
$XX,XXX $XX,XXX $XX,XXX $XX,XXX $XX,XXX 
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The Solution – ACL Calculator 
Whether it is Impaired Financing Receivables or 

any other complex component of ASU 2010-20, 

ARCSys has followed this update since it was 

issued as an exposure draft and has created a 

specialized accounting software solution – ACL Calculator – to comply with SFAS 5, SFAS 114 and 

ASU 2010-20. ACL Calculator, developed as Software as a Service (SaaS), effortlessly automates the 

entire allowance calculation process including disclosures – rendering spreadsheets obsolete. 

 

ACL Calculator handles everything:  

 Detailed disclosure reports that calculate every required disclosure for you 

 Historical losses and calculations by segment or class 

 Additional risk calculations for economical, political, industry and environmental credit risks by 

segment or class 

 SFAS 114 evaluation for fair value of collateral and present value calculations 

 Troubled Debt Restructurings 

 Detailed calculation reports and edit reports   

 And much more! 

 

ACL Calculator is proprietary software designed to offer you peace of mind regarding SFAS 5 and 114 

requirements and the new update standard ASU 2010-20 disclosure changes.  It is comprehensive, 

customizable, all-encompassing software that drastically minimizes the workload required to adhere to 

the new standard.  

 

Best of all, it is software developed by accountants for accountants! 

 

 

ARCSys – Innovative Solutions in a Regulated World 
 
 


