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ASU 2010-20 Whitepaper – Series 5 
Modifications and Subsequent Defaults 

 
FASB has deferred this portion of ASU 2010-20 for public entities until the new ASU is issued on 
troubled debt restructurings (TDR’s).  The new ASU for this topic is set for release in the second 
quarter of 2011.  Therefore, public entities would not need to apply these provisions until that standard 
is issued.  

Modifications 

The standard specifically states that this provision is applicable to loans that qualify as TDR’s only.  In 
addition, FASB has issued for exposure, Proposed Accounting Standards Update—Receivables (Topic 
310): Clarifications to Accounting for Troubled Debt Restructurings by Creditors.  This proposed 
standard is FASB’s effort to better define when loans qualify for TDR status.  We strongly recommend 
that companies pay special attention to this new guidance in preparing for the disclosure requirements. 

 With regard to defining what constitutes a loan modification, the current FASB codification states the 
following in section 310-40-10.1 to 10.2. 

The accounting for restructured debt is based on the substance of the modifications—the effect on 
cash flows—not on the labels chosen to describe those cash flows. The substance of all 
modifications of a debt in a troubled debt restructuring is essentially the same whether they 
involve modifications of any of the following:  

a. Timing  

b. Amounts designated as interest  

c. Amounts designated as face amounts.  

All of those kinds of modifications affect future cash receipts or payments and therefore affect 
both of the following:  

• a. The creditor's total return on the receivable, its effective interest rate, or both  

• b. The debtor's total cost on the payable, its effective interest rate, or both.  

However, this guidance in ASU 2010-20 does not apply to the following loan types:  

• Receivables measured at fair value with changes in fair value reported in earnings 
• Receivables measured at lower of cost or fair value  
• Loans acquired with deteriorated credit quality (determined under Subtopic 310-30) that are 

accounted for within a pool.  
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• Trade accounts receivable that have both of the following characteristics:  
o Receivables that have a contractual maturity of one year or less (except credit card 

receivables) 
o Receivables that originated from the sale of goods or services 

Subsequent Default 

The standard requires disclosure of payment default occurring within 12 months from the date the loan is 
classified as a TDR.  The standard does not define payment default.  We believe this definition should be 
based on how payment default is defined in the institution’s policies.  Therefore, if a loan is considered in 
default based on the policies at 60 days past due or by missing 1 payment, then a default has occurred.  It 
will be important to be specific as to default for each class of loans.  The regulators have defined default 
as when either or both of the two following events have taken place: 

1. The borrower is past due more than 90 days on any material credit obligation to the banking 
group. Overdrafts will be considered as being past due once the customer has breached an advised 
limit or been advised of a limit smaller than current outstandings. 

2. The bank considers that the borrower is unlikely to pay its credit obligations to the banking group 
in full, without recourse by the bank to actions such as liquidating collateral (if held). 

In addition, any obligor (or its underlying credit facilities) that meets one or more of the following 
conditions is considered unlikely to pay and therefore in default: 

1. The bank puts the credit obligation on non-accrual status. 
2. The bank makes a charge-off or account-specific provision resulting from a significant perceived 

decline in credit quality subsequent to the bank taking on the exposure. 
3. The bank sells the credit obligation at a material credit-related economic loss. 
4. The bank consents to a distressed restructuring of the credit obligation where this is likely to 

result in a diminished financial obligation caused by the material forgiveness, or postponement, 
of principal, interest or (where relevant) fees. 

5. The bank has filed for the obligor’s bankruptcy or a similar order in respect of the obligor’s credit 
obligation to the banking group. 

6. The obligor has sought or has been placed in bankruptcy or similar protection where this would 
avoid or delay repayment of the credit obligation to the banking group. 

Since the definition of default is broader than just payments, and the standard specifically says “payment 
default”, we do recommend that you seek the advice of your auditors to ensure their agreement with your 
decisions on this disclosure requirement. 

 

Policies and Procedures 

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

1. What criteria the institution uses to determine which loans can be modified. 
2. The allowance methodology for modified loans as part of the allowance calculation by class. 

a. For example, all TDR’s are included as SFAS 114 loans until borrower pays 6 months of 
payments on time.  Then loans are transferred back to the SFAS 5 pool allocation for 
allowance calculation. 

3. The methodology for how re-defaulted modified loans are included in the allowance process by 
class. 
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Disclosures of Modified (TDR) Loans by Class 

The standard requires both qualitative and quantitative information, including the following for all 
modified loans by class:  

1. How the financing receivables were modified by class 
2. The financial effects of the modifications by class. 

This disclosure will require the institution to track all modified loans by class and estimate the financial 
effects of those modifications on income, provisions for loss, charge-offs for principal modified and other 
relevant information.  

The standard also requires qualitative information by segment about how such modifications are factored 
into the determination of the allowance for credit losses.  Therefore, the allowance calculation for all 
modified loans needs to be tracked so proper disclosure can be made at the segment level. 

For each period for which a statement of income is presented, the standard requires institutions to disclose 
all troubled debt restructurings that have had a payment default within 12 months of being modified.  This 
disclosure specifically must state the following: 

1. At the class level, qualitative and quantitative information about the defaulted loans, including the 
types of loans that defaulted and the amount of loans that defaulted. 

2. In addition, by portfolio segment, the standard requires qualitative information about how such 
defaults are factored into the determination of the allowance for credit losses.  

 
All these disclosures require detailed analysis and tracking of all TDR loans.  Many of these disclosures 
also include disclosure of the recorded investment amount and not the loan balance.  FASB has specific 
rules for accounting for SFAS 91 costs when loans are modified. 
 

 

Disclosure Example – Modified Loans and Subsequent Defaults 

TROUBLED DEBT RESTRUCTURINGS  

In situations where, for economic or legal reasons related to a borrower’s financial difficulties, 
management may grant a concession for other than an insignificant period of time to the borrower that 
would not otherwise be considered, the related loan is classified as a TDR. Management strives to identify 
borrowers in financial difficulty early and work with them to modify to more affordable terms before their 
loan reaches nonaccrual status. These modified terms may include rate reductions, principal forgiveness, 
payment forbearance and other actions intended to minimize the economic loss and to avoid foreclosure 
or repossession of the collateral. In cases where borrowers are granted new terms that provide for a 
reduction of either interest or principal, management measures any impairment on the restructuring as 
noted above for impaired loans. 
In addition to the allowance for the pooled portfolios, management has developed a separate allowance 
for loans that are identified as impaired through a troubled debt restructuring (TDR). These loans are 
excluded from pooled loss forecasts and a separate reserve is provided under the accounting guidance for 
loan impairment. Consumer loans whose terms have been modified in a TDR are also individually 
analyzed for estimated impairment. 
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MODIFICATIONS 
 
The Company’s loan portfolio also includes certain loans that have been modified in a Troubled Debt 
Restructuring (TDR), where economic concessions have been granted to borrowers who have experienced 
or are expected to experience financial difficulties.  These concessions typically result from the 
Company’s loss mitigation activities and could include reductions in the interest rate, payment extensions, 
forgiveness of principal, forbearance or other actions.  Certain TDRs are classified as nonperforming at 
the time of restructure and may only be returned to performing status after considering the borrower’s 
sustained repayment performance for a reasonable period, generally six months. 
 
When the Company modifies a loan, management evaluates any possible impairment based on the present 
value of expected future cash flows, discounted at the contractual interest rate of the original loan 
agreement, except when the sole (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, instead of discounted cash flows. If management determines that the value of the modified 
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), impairment is recognized by segment or class of loan, as 
applicable, through an allowance estimate or a charge-off to the allowance. Segment and class status is 
determined by the loan’s classification at origination. 
 
The following tables include the recorded investment and number of modifications for modified loans.  
The Company reports the recorded investment in the loans prior to a modification and also the recorded 
investment in the loans after the loans were restructured.  Management has also disclosed the recorded 
investment and number of modifications for troubled debt restructurings within the last year where a 
concession has been made, that then defaulted in the current reporting period. 
 
 
                                        Modifications by Class of Financing Receivable 
                                                                          For the Year Ended December 31, 2011 

2011 
Number of 

Modifications 

Recorded 
Investment 

Prior to 
Modification 

Recorded 
Investment 

After 
Modification 

 2010 
Number of 

Modifications 

Recorded 
Investment 

Prior to 
Modification 

Recorded 
Investment 

After 
Modification 

Troubled Debt Restructurings:  Troubled Debt Restructurings:  

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

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

Commercial 
Construction 

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

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

Residential 
Development 

$XX,XXX $XX,XXX $XX,XXX 
 Residential 

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

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

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

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

Commercial 
Mortgages 

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

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

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

Unsecured less 
than 1 year 

$XX,XXX $XX,XXX $XX,XXX 
 Unsecured less 

than 1 year 
$XX,XXX $XX,XXX $XX,XXX 

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

Unsecured greater 
than 1 year 

$XX,XXX $XX,XXX $XX,XXX 
 Unsecured greater 

than 1 year 
$XX,XXX $XX,XXX $XX,XXX 

Total $XX,XXX $XX,XXX $XX,XXX  Total $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 
 
 


