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OCC Issues Guidance on TDR’s  

Following the issuance of ASU 2011-02, A Creditor’s Determination of Whether a 
Restructuring Is a Troubled Debt Restructuring, by FASB, the OCC has issued 
supervisory guidance to banks.  This guidance is important due to the GAAP 
changes that have taken place in determining whether a loan qualifies as a TDR 
or not.  In addition, banks over 1 billion in assets have new call reporting 
requirements as of June 30, 2012. 

The guidance discusses factors to consider when evaluating loans for TDR 
designation and the effects of the designation on nonaccrual status and 
impairment.  The guidance stresses that this is not new policy, but simply a 
refresher of concepts surrounding the determination of TDR status.  The new 
accounting standard, however, has put more pressure on the institution to, in 
effect, prove the loan is not a TDR.  
 
The guidance states that just because a loan is rated substandard and still on 
accrual status, any renewal, extension, or other modification is not automatically 
a TDR.  However, there is a strong presumption that the substandard rating does 
mean that the borrower is having financial difficulties and thus may become a 
TDR.  Therefore, for these loans and other loans being modified, the bank must 
perform a documented analysis that illustrates whether the borrower is having or 
could have financial difficulties and if concessions have been granted through the 
modification. Documentation for renewals, extensions or modifications that are 
determined not to be TDR’s should be robust, given the presumption that a 
substandard borrower is experiencing financial difficulties  
 
The following is considered a TDR: 

• “If a bank does not perform additional underwriting when it renews a 
substandard, accruing loan, there is no change in the loan pricing, or the 
pricing has not been adjusted before the renewal to be commensurate 
with the risk, and the borrower provides no additional consideration to 
compensate for the increased risk due to the borrower’s financial 
difficulties, the renewal is presumed to be a TDR”. 

The following might not be a TDR: 

• “If, after additional underwriting, a bank modifies the terms of a 
substandard, accruing loan and takes additional measures at the time of 
renewal to reduce the risk associated with the loan (such as adding 
collateral, new guarantors with the ability and willingness to repay the loan 
balance, or other risk mitigants) or adjusts pricing to compensate for the 
additional risk, the renewal may not be a TDR”.  
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Evaluation of Renewals, extensions, or modifications deemed to 
be TDR’s: 
 
The guidance states that these TDR’s must be evaluated for impairment under 
SFAS 114 (ASC 310-10), as well as, accrual status consistent with call report 
instructions. 
  
Accrual Status Determination 
 
The guidance states that the determination of accrual status is a separate 
process dependent upon several factors. Call Report instructions require a 
current, well-documented credit evaluation of the borrower’s financial condition 
and prospects for repayment.  The evaluation must assess the likelihood that all 
principal and interest payments required under the terms of the modified 
agreement will be collected in full. In determining accrual verses nonaccrual the 
assessment should consider the following: 

• Status prior to modification Accrual 
o If accrual was appropriate prior to modification, and 
o Borrower had demonstrated sustained historical performance 

(usually six months), and  
o Borrower capacity to continue to perform completely is evaluated 

as such, then it is likely that the loan should remain on accrual. 
• Status prior to modification Nonaccrual 

o If the loan was nonaccrual, then the evaluation should demonstrate 
the capacity to meet the modified terms and  

o The borrower should demonstrate sustained performance (usually 
six months) after modification before returning to accrual status. 

Impairment Measurement 
 
All modified loans determined to be TDR’s, whether previously evaluated 
individually under SFAS 114 (ASC 310-10) or SFAS 5 (ASC 450-20), should be 
evaluated for impairment under SFAS 114.   
 
There is an expectation that the estimated loss associated with the loan before 
modification will not be less than the estimated loss after modification absent a 
partial charge off.  This is the expectation regardless of whether the loan was 
SFAS 5 or SFAS 114 before modification.   
 
The guidance discusses the GAAP for evaluating SFAS 114 loans: 
 

• Discounted cash flows using the original interest rate 
• Observable Market Value of the loan 
• Fair Market Value of Collateral for Collateral dependent loans 
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o Collateral Dependent Loans are defined as follows for Call 
reporting purposes: 

 Collateral dependent (repayment of the loan is expected to 
be provided solely by the underlying collateral and there are 
no other available and reliable sources of repayment), 
impairment should be measured using the fair value of the 
collateral less costs to sell if those costs are expected to 
reduce the cash flows available to repay or otherwise satisfy 
the loan.  

 
Measurement should also consider the following in determining individual 
impairment: 
 

• All available past events 
• Charge-off history for similar loans 
• Current conditions and all available information including “environmental” 

factors (e.g., industry, geographical, economic, and political factors) that 
are relevant and affect the collectability of the loan. 

 
When estimating expected future cash flows for individual TDR’s an institution 
should determine whether it is appropriate to consider the following: 
 

• Relevant default and prepayment assumptions from pools of loans with 
similar risks 

• Uncertainty about the timing and amount of cash flows of a TDR (due to 
the financial difficulties of the borrower) continues to exist following the 
modification. 

 
Aggregating TDR’s for Impairment: 
 
Institutions can aggregate and measure TDR’s for impairment based on common 
risk characteristics by using historical statistics, such as average recovery period 
and average amount recovered, along with a composite effective interest rate.  
This measurement must be consistent and result in impairment that is similar to 
loans measured individually. 
 
Once a TDR, always a TDR (Impaired Loan)?  
 
For financial disclosure purposes, until a loan that is a TDR is paid in full or 
otherwise settled, sold, or charged off, the loan must be reported as a TDR. The 
OCC guidance also states that these loans are impaired and must be evaluated 
under SFAS 114 regardless of the discussion below.  
 
The conclusion as to whether a loan should be considered a TDR for call 
reporting purposes in the years after the restructuring should consider the 
following: 
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• Interest rate consistent with market rates at the time of restructuring and, 
• The modified loan is in compliance with its modified terms (accrual status 

and current (30 days or less)) 
 
Required Policies 
 
Policies that clearly define the processes and methodologies for TDR’s must be 
in place and implemented.  These policies should include the following: 
 

• Identification of TDR’s 
• Tracking processes 
• Evaluation methodology and processes 
• Ongoing accrual determination 
• Clear conclusions 
• Approval process 
• Post modification tracking and review policies and processes 

 
The Solution – ACL Calculator 
 
At ARCSys our vision is to provide the 
best, most flexible software which 
complies with regulatory guidance and 
GAAP. The ACL Calculator was 
developed as Software as a Service (SaaS) to effortlessly automate the entire 
allowance calculation process including disclosures – rendering spreadsheets 
obsolete. 
 
ACL Calculator handles everything for TDR’s:  
 
 Specific individual loan TDR identification and tracking 
 Complete SFAS 114 (ASC 310-10) impairment measurement for discounted 

cash-flow analysis (including multiple payment streams) and Fair value 
analysis  

 Detailed calculation reports and edit reports  
 
ACL Calculator is proprietary software designed to offer you peace of mind 
regarding SFAS 5 (ASC 450-20) and 114 (ASC 310-10) 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 


