1880-100
Comment Letter No. 84

December 13, 2010

Ms. Leslie Seidman
File Reference No. 18
880‐100
Financial Accountingg Standards Board
B
401 Merrritt 7
P.O. Box 5116
Norwalk,, CT 06856‐‐5116
Re: Filee Reference No.
N 1880‐10
00, Proposed
d Accounting
g Standards Update,
U
Receivables
(Topic 310), Cla
arification to
o Accounting
g for Troubleed Debt Restructurings by
b Creditors
Dear Ms.. Seidman:
The Clearing House Assocciation L.L.C. (“The Clearring House”)),1 an associaation of major
commerccial banks, appreciates the
t opportun
nity to comm
ment on the above‐referrenced Proposed
Accounting Standard
ds Update (“Proposed ASSU”).
e Summary
Executive
The Clearing House supports the Finaancial Accou
unting Standard Board’s (the “Board
d” or
the “FASB”) efforts to improve comparabilityy, transparency and con
nsistency in financial
f
statemen
nts with resp
pect to the accounting
a
fo
or Troubled Debt Restru
ucturings (“TTDRs”) by
creditorss. However, we believe the Proposeed ASU does not accomp
plish these objectives.
o
T
The
Proposed
d expansion of the defin
nition of a TD
DR (specificaally to include those mod
difications fo
or
which the debtor does not otherrwise have access
a
to a market
m
rate, if there is a temporary or
o
permaneent increase in the contrractual intereest rate, or if there is an
n insignifican
nt delay in
paymentt) would cause a change to industry practice by including many routine modifications of
loans thaat are not im
mpaired or th
hat have onlyy insignifican
nt impairmeent. The add
dition of TDR
Rs
with littlee or no impaairment increases the nu
umber of TD
DR loans with
hout adding to the
allowancce, making th
he disclosuree irrelevant and confusin
ng to investo
ors. This pro
oblem is furtther
1

Estaablished in 185
53, The Clearingg House is the nation’s oldesst banking asso
ociation and paayments company. It
is ow
wned by the world’s
w
largest commercial
c
baanks, which colllectively employ 1.4 million people in the
Unitted States and hold more thaan half of all U.S. deposits. Th
he Clearing House Associatio
on is a nonpartiisan
advocacy organizaation representting – through regulatory comment letters, amicus briefss and white papers –
i
banking issues. Itss affiliate, The
the interests of itss owner banks on a variety off systemically important
Cleaaring House Paayments Company L.L.C., provvides paymentt, clearing and settlement services to its
mem
mber banks an
nd other financcial institutionss, clearing almo
ost $2 trillion daily
d
and repreesenting nearlyy half
of th
he automated‐‐clearing‐house, funds‐transffer and check‐image paymen
nts made in thee U.S. See Thee
Cleaaring House’s web
w page at ww
ww.theclearinghouse.org.
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exacerbated by the fact that under current guidance, once a loan is classified as a TDR, it must
always be disclosed that way, regardless of whether it subsequently improves in credit quality.
Accordingly, we strongly recommend that the FASB not proceed with the finalization of this
Proposed ASU.
If the FASB does proceed with the Proposed ASU, The Clearing House:
¾ recommends that FASB clarify the impairment measurement guidance to explicitly state
that loans that are considered TDRs under the Proposed ASU do not have to be
measured for impairment under FAS 114 if there is no impairment;
¾ recommends that the FASB add a scope exception from the definition of TDRs for loans
with a modification period of three months or less;
¾ recommends that the FASB eliminate the presumption that a restructuring would be
considered a TDR if the debtor does not have access to funds at a market rate, and
revise the Proposed ASU to state that, while this would be a factor in determining if the
borrower was experiencing financial difficulty it would not be determinative; and
¾ recommends that the FASB change the transition method to provide for prospective
application of the Proposed ASU, as the limited benefits of retrospective application do
not justify the significant costs.
We provide further detail on each of the above points below.
A.

The FASB should postpone the finalization of the Proposed ASU.

We recommend that the Board postpone the finalization of the Proposed ASU and
reconsider these issues as part of the Board’s redeliberations of the Financial Instruments
Exposure Draft. Since the concept of what constitutes a TDR is closely linked to the
measurement of its impairment, we believe that it would be better to deliberate these two
issues at the same time, in order to produce consistent results with regard to the classification
and measurement of TDRs.
We are also concerned that the Proposed ASU would in many respects produce less
meaningful results with regard to the measurement of impairment, as well as less meaningful
financial statement disclosures. In addition, we are not convinced that the Proposed ASU
would result in greater consistency among reporting entities. More specifically, we have the
following concerns:
1.

The Proposed ASU would expand the population of TDRs to include non‐
impaired loans.
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The Proposed ASU would formalize a definition of TDRs such that it would now include
many routine modifications of loans that are not impaired. This would occur in the case of
loans that are modified with a higher rate of interest than the loan’s effective interest rate and
where the lender continues to estimate that it will collect all principal and interest payments
due under the original and the modified loan agreements. The Proposed ASU provides that
“[i]f a debtor does not otherwise have access to funds at a market rate for debt with similar risk
characteristics as the restructured debt, the restructuring would be considered to be at below a
market rate and therefore should be considered a TDR”.2 The Proposed ASU provides further
that a restructuring that results in a temporary or permanent increase in the contractual
interest rate may be considered a TDR “because the new contractual interest rate on the
restructured receivable could still be below market interest rates for new debt with similar
terms.”3 Thus, many loan modifications that result in an increase in the contractual interest
rate would be classified and disclosed as TDRs and then measured for impairment under FAS
114.4 Since there has been no deterioration (and in fact an improvement) in estimated cash
flows, there would be no impairment and no requirement to record a FAS 114 allowance.
Under the Proposed ASU, there would be many instances where a loan would be classified and
disclosed as a TDR, but the loan would have no impairment associated with it. Further,
excluding the loan from the impairment evaluation under FAS 55 could produce the
counterintuitive result of having more loans that are classified and disclosed as TDRs but a
lower loan loss allowance overall.
2.

Disclosing TDRs that are not impaired is not relevant and may create confusion
for investors.

Treating additional loans as TDRs without any incremental impairment reserves raises
questions as to the ultimate goal of TDR disclosures. The purpose of the TDR disclosure is to
disclose “the financial effects of the modifications.” 6 If the purpose of such disclosures is
primarily to indicate the credit quality of a financial institution’s loan portfolio, disclosure of
loan modifications that are not impaired and have no associated allowance (i.e., zero financial
effects) would not seem meaningful.
Furthermore, we note that existing guidance already requires reporting of both
impaired loans and nonaccrual loans. TDRs are yet a third metric, and it is the experience of
our members that this metric is often confusing to investors. Based on conversations with
2

ASU 310‐40‐15‐8A.

3

ASU 310‐40‐15‐8B.

4

ASC 310‐10‐35.

5

ASC 450‐20‐25.

6

FAS 15, paragraph 165.
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analysts, our members are of the view that many analysts believe that TDRs are a subset of
impaired loans or nonaccrual loans. This interpretation by the analysts is not always correct.
As a result, this third metric may unnecessarily cause confusion regarding the information
provided by reporting impaired loans and nonaccrual loans.
3.

The Proposed ASU does not converge with IFRS.

Unless the FASB adopts the recommendation (included below in this letter) regarding
the delinking of TDR classification with impairment measurement, we are concerned that the
Proposed ASU will not be convergent with the more principles‐based IFRS standard, which does
not include guidance on troubled debt restructurings. Accordingly, we believe that it would be
operationally burdensome for financial institutions to develop new TDR reporting systems and
procedures to implement the proposed ASU, when they probably will have to change these
systems significantly in the near future in order to converge with IFRS.
B.

Specific Comments on the Proposed ASU.

For all the reasons listed above, we strongly encourage the FASB to postpone this
project and consider these issues in the broader context of its Financial Instrument Accounting
project. However, assuming that the Board decides to move ahead and finalize the Proposed
ASU at this time, we have the following specific recommendations to improve the Proposed
ASU:
1.

The impairment measurement guidance should be clarified.

We strongly recommend that the FASB delink the classification of a loan as a TDR from
the requirement to measure all TDRs for impairment under FAS 114. Not all loans classified as
TDRs are impaired. Therefore, we believe that the FASB should clarify that only TDRs that are
impaired should fall into the scope of FAS 114 and be measured for impairment under that
standard. This would avoid the counterintuitive result described above of a financial institution
having to classify more loans as TDRs but ending up with a lower allowance for loan losses. As
long as there is no current doubt as to the future collection of all principal and interest
payments contractually due under the original loan contract, and the modified loan is earning a
modified rate equal to or greater than the loan’s effective interest rate, the loan should be
measured for impairment under the methodology in FAS 5.
2.

A scope exception for insignificant delays should be permitted.

According to current industry practice, many banks have adopted a policy that any
modification shorter than three months not be deemed a TDR. We believe that a scope
exception for insignificant delays (defined as three months or less) would avoid having
additional loans treated as TDRs with only insignificant loan impairment charges associated
with them, while easing some of the operational burden of the Proposed ASU for preparers.
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The market rate presumption should be eliminated.

We recommend that the FASB eliminate the presumption that the restructuring would
be considered a TDR if the debtor does not have access to funds at a market rate. What
constitutes a “market rate” is inherently difficult to determine, especially in the case of large
commercial loans for which there is little publicly available information. Accordingly, we
suggest that, while this should be a factor in determining if the borrower was experiencing
financial difficulty, it should not be determinative.
4.

The Proposed ASU should provide for prospective application.

The Proposed ASU would be operationally burdensome for our members to apply the
new criteria for as many as two prior years of reported information (for SEC registrants),
including the identification of loans which experienced only insignificant delays, and the
determination of what constituted a market rate at the time. Furthermore, we believe that the
disclosure of prior year information is not particularly relevant to investors if there is little
financial impact. Accordingly, we do not believe the significant costs associated with
retrospective application justify the benefits.
Conclusion
We believe the Board should consider any potential changes to TDR classification and
measurement as part of its broader reconsideration of its Financial Instrument Accounting
project. This would ensure consistency with the FASB’s eventual guidance on impairment,
would be a more effective use of the FASB’s resources and would result in a more conceptually
coherent approach.
Thank you for considering the comments provided in this letter. If you have any
questions or are in need of any further information, please contact me at (212) 613‐9883
(email: David.Wagner@theclearinghouse.org) or Gail Haas at (212) 612‐9233 (email:
Gail.Haas@theclearinghouse.org).
Sincerely yours,

David Wagner
Senior Vice President,
Financial and Tax Affairs
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Mr. Michael Gonzales
Associate Practice Fellow
Financial Accounting Standards Board
Mr. Martin Friedhoff
Technical Principal
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Mr. James L. Kroeker
Chief Accountant, Office of Chief Accountant
Securities and Exchange Commission
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Securities and Exchange Commission
Mr. Arthur Lindo
Associate Director and Chief Accountant
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Federal Reserve Board
Ms. Kathy Murphy
Chief Accountant
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Mr. Robert Storch
Chief Accountant
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Mr. Jeffrey Geer
Chief Accountant
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Mr. James Bean, Wells Fargo Bank, N.A.
Chairman – Financial Reporting Committee
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Financial Specialist
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