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FASB has finally issued the additional standards on TDR’s and as we all expected, more loans will be classified 
as TDR’s.  Remember, many of the original parts of Subtopic 310-40, Receivables-Troubled Debt Restructurings 
by Creditors, are still applicable.  For example, TDR’s will still be impaired loans forever.  However, the creditor 
is expressly prohibited from applying any guidance as it relates to debtors in 470-60-55 (TDR guidance for 
debtors).  The new principles to follow, concerning when a loan is restructured, evolve around two key principles.  

 1. Granting of a concession by the creditor

 2. Determining when the borrower is experiencing financial difficulties

Granting a Concession

A concession can be granted for either economic or legal reasons because of the borrowers financial difficulties 
which, the creditor would not consider unless the financial difficulties were present.  This raises several questions.  

 • What are and are not concessions?  

 • What does financial difficulties mean?  

 • Do both of these have to be present? 

The standard states that a concession by a creditor is an attempt to protect as much of its investment as 
possible.  Clearly, most institutions are only restructuring a note in these cases to reduce the potential loss if 
they do nothing.  The standard however, is clear that a concession between the creditor and the borrower can 
be created between the parties, or imposed on the creditor by a court of law.

Examples given include the following:

• A creditor restructures an agreement to reduce the near term cash flow requirements of a borrower by  
 modifying the terms of the agreement, or deferring payments in an attempt to help the borrower  
 improve its financial condition.

• A creditor accepts other assets including an equity interest in the debtor to satisfy the debt, even  
 though a troubled debt that is fully satisfied by foreclosure, repossession, or other transfer of assets  
 or by grant of equity securities by the debtor is, in a technical sense, not restructured.  That kind of  
 event is included in the term troubled debt restructuring.
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In essence, a concession of any kind granted by the creditor to the debtor in a troubled debt restructuring holds 
the expectation from the creditor that the granting of the concession will eventually deliver more cash or other 
value from the debtor because of the modification.

The standard requires that the creditor must consider all aspects of the restructuring to determine if they have 
granted a concession.  If the creditor determines that a concession has been granted, the creditor must make 
a separate assessment about whether the debtor is experiencing financial difficulties.  A creditor has granted a 
concession when it does not expect to collect all amounts due under a restructuring, including interest accrued 
at the original contract rate. 

The wording in the standard would lead one to believe that the documentation necessary to make these 
assessments has increased under the standard.  In essence, you have to prove it’s not a concession and that 
the debtor is not in financial difficulty to not have TDR treatment.  

The following factors should be considered when determining if a concession has occurred:

 1. If the debtor does not have access to borrowings at a market rate for debt with similar risks as the restructured  
  debt, the restructuring is considered to be at below-market rates and could indicate that the creditor has  
  granted a concession.

 2. An increase in the interest rate, whether temporary or permanent, does not preclude the restructuring from  
  being a concession unless the creditor can demonstrate that the new rate is the market rate for similar new  
  debt with similar risk. 

  For example a bank restructures a note from 8% to 10%, however the market rate for similar debt would  
  be 14%.  Therefore, the concession is from 14% (the market rate) to 10% (the restructured rate).  The note  
  would be considered a TDR.

 3. Restructure in exchange for guarantees when the guarantees received do not serve as adequate  
  compensation for other terms of the restructuring.  In other words, if the guarantor does not have enough  
  financial ability or willingness to repay the restructured amount.  

 4. Restructure in exchange for additional collateral when the additional collateral is not sufficient to cover the  
  probable default amount.  

 5. Creditors must look at all aspects of refinancing to determine if a concession has been granted.

 6. Insignificant delays in payments are not restructurings.  However, insignificant is not specifically defined.*   
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  The following must be considered to determine if the delay is insignificant:
 a. Payments delayed in relation to unpaid principal or collateral value is insignificant
 b. The restructured payment period is insignificant to any of the following; frequency of payments,  
  original maturity, and original duration.
 c. If previously restructured, this determination has to be made based on original terms or the  
  cumulative effect.

*While “insignificant” is not defined in the Standard, Webster defines it as “having little or no importance; 
trifling, almost or relatively meaningless, small or inadequate.”  The thesaurus shows synonyms as “unimportant, 
minor, irrelevant, petty, trivial, meaningless, trifling, meager, negligible, flimsy, paltry, immaterial, inconsequential, 
nondescript, measly, scanty, inconsiderable, of no consequence, nonessential, small potatoes, nickel-and-dime.”

Conclusion, “insignificant” is far less than immaterial. 

Determining Financial Difficulties

The creditor must determine if the debtor is experiencing financial difficulties.  Basically, document everything if 
you determine the restructured note is not a TDR! 

A debtor may be experiencing financial difficulties even though they are not in default.  A creditor must assess 
whether it is probable that the debtor could be in default in the foreseeable future (not defined).  Discussions on 
other FASB documents could be interpreted to define “foreseeable future” as a year, but FASB has not provided 
a definitive meaning.

Evaluating whether a debtor is having financial difficulties 

A creditor must consider the following: (However, this is not an all inclusive list)

 1. The debtor is currently in default on any of its debts.
 2. The creditor must evaluate whether it is probable that the debtor would be in default in the foreseeable future  
  if the modification does not occur.  Therefore, the debtor is considered to be experiencing financial  
  difficulties determined by foreseeable future evaluation, even though the debtor is not currently in payment  
  default.
 3. Declares or is in the process of declaring bankruptcy.
 4. Going concern issues are raised.
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 5. Stock delisted or in process or under threat of delisting.

 6. Forecasting cash flows show the debtor as unable to service debt, both principal and interest, in accordance  
  with contract terms for the foreseeable future.

 7. Without modifications, a debtor cannot obtain funds from other sources other than the existing creditors at  
  an effective interest rate equal to the current market rate for similar debt as a nontroubled debtor. 

 8. A debtor in a troubled debt restructuring can obtain funds from sources other than the existing creditor in  
  the troubled debt restructuring, if at all, only at effective interest rates (based on market prices) so high that  
  it cannot afford to pay them.

Factors of Troubled Debt include the following:

 1. The creditors acceptance of receivables from third parties, real estate, or other assets to satisfy fully or  
  partially the borrowers debt, including a transfer resulting from foreclosure or repossession.

 2. The creditors acceptance of an equity interest of the debtor to satisfy fully or partially a debt, unless the  
  equity interest is granted pursuant to already existing terms not related to the restructure.

 3. Modifying the terms of a debt

 a. Reduction of the stated interest rate for the remaining original life of the debt either absolute or  
  contingent.

 b. Extension of the maturity date or dates at a stated interest rate lower than the current market rate  
  for new debt with similar risk.

 c. Reduction (absolute or contingent) of the face amount or maturity amount of the debt as stated in  
  the instrument or other agreement.

 d. Reduction (absolute or contingent) of accrued interest.

The following are definitely not TDR’s

 1. If a debtor can obtain funds from other sources at market interest rates or stated in another way, the same  
  rates as those for non-troubled debtors, the restructuring is not a TDR.  

 2. The creditor acceptance of other assets including an equity interest in the debtor if the fair value of the  
  assets accepted are in full satisfaction of the debt for at least its recorded investment in the receivable or  
  the carrying amount of the payable by the debtor.
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 3. The reduction of the effective interest rate primarily to reflect a decrease in market rates or a decrease in  
  the risk as long as the debtor has other sources at the same rates.

 4. The debtor issues new debt that the creditor accepts that is marketable debt having an effective interest  
  rate based on its market price.  This price has to be near that or similar debt from non-troubled debtors. 

Example given by FASB highlighting “insignificant”

The Facts:

• Real estate loan where the value of the collateral (commercial) is less than recorded investment
• Debtor is having financial difficulties
• A seven-year loan
• Requires a balloon payment
• Monthly interest payments and a fixed rate of interest
• Collateral is primary source of repayment
• No buyer identified for property
• Debtor intends to sell to pay back creditor
• Creditor grants a three-month extension

Result: This is a TDR because the delay in payment is not insignificant.  Even though the delay 
in timing is insignificant relative to the frequency of payments, (3 months to monthly payments 
over 7 years); the creditor expects a significant  shortfall from the sale relative to total cash flows 
originally expected. 

The morale of this story:  More loans will be considered TDR’s.  You must document your decision and use 
“insignificant” as the key measuring stick in determining many of these factors.

Effective Dates

Public Entities are required to comply with the Standard for the first interim or annual period beginning on or after 
June 15, 2011.  All Non-Public Entities, the Standard is effective for annual periods ending on or after December 
15, 2012.  Early adoption is permitted for both public and non-public entities.  However, those non-public entities 
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that elect to adopt the Standard early, should apply the provisions of this Update to restructurings occurring on 
or after the beginning of the fiscal year of adoption.

The ACL Calculator®, Simplifying TDR Tracking 

Not only does the ACL Calculator® do all of the disclosures for you, the software specifically: 

 • Tracks all TDR’s through the remainder of the loans term
 • Prepares customizable and detailed disclosures for TDR’s as required by ASU 2010-20!
 • Calculates the disclosures for subsequent default automatically!
 • Calculates all impaired loan balances including TDR’s for you!

The ACL Calculator® can drastically minimize your workload required to adhere to the new Standard and TDR 
tracking.  Best of all, it is software for accountants, by accountants – what a concept!

Other ACL Calculator® Advantages

 • Maintains ongoing compliance with FASB Standards
 • Provides criteria tables to apply additional external risk factors to SFAS 5 calculation
 • Calculates impairment for SFAS 114 loans by present or fair value of collateral
 • Provides Migration Analysis for loan portfolio and charge-offs
 • Calculates your historical loss rates by segment or class
 • Operates as Software as a Service (SaaS) - meaning there is no software to upload
 • And MUCH more!

About ARCSys™

ARCSys™ provides innovative applications for specialized accounting. Making complicated and highly detailed 
processes straightforward and simple.  So where does the name ARCSys™ come from?  Accounting, Reporting 
and Calculation Systems - pulled right from what the system does.

ARCSys™ – Innovative Solutions in a Regulated World.


