
Troubled Debt Restructuring

II.  Identifying a TDR:  Financial Difficulty & 
Concessions
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Financial Difficulties - Indicators

Debtor in Payment Default

Imminent Payment Default

Bankruptcy or Going Concern Issues

Inability to Borrow From Other Creditors

Insufficient Cash Flow



FEDERAL DEPOSIT INSURANCE CORPORATION

Concession

1. The transfer from the borrower to the bank, in full or 
partial satisfaction of the loan, of: 
• real estate,
• receivables from third parties,
• other assets, or
• an equity interest in the borrower;

2. A modification of the loan terms; or
3. A combination of the above.
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Modification Examples

Below-market 
interest rate

Extension of the maturity 
date

Terms inconsistent with 
new debt of similar risk

Reduction or forgiveness 
of principal, accrued 

interest, or fees
Inadequate collateral or 

guarantees
Amortizing to non-

amortizing

A/B note structure
Substitution of a related-

party borrower and/or 
guarantor
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Insignificant Delay or Shortfall

• Frequency of payments due
• Original contractual maturity
• Original expected duration

Insignificant Delay in 
Timing

• Relative to the unpaid 
principal or collateral value 

• Results in an insignificant 
shortfall in the contractual 
amount due

Insignificant Change in 
Amount
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Insignificant Delay or Shortfall?  Example

Before Modification
Original Term 5 Years

Orig. Amortization 25 Years

Loan Balance $784,091

Interest Rate 5.25%

Monthly Payment $4,794

Appraised Value $950,000

Loan‐to‐Value (LTV) 83%

After Modification
Modification 3 Months no Payments

Modification Amount $14,382

% of Loan Balance 1.83%

% of Collateral Value 1.51%

Delay to Orig. Terms 3 Months vs. 5 Years

Collectability Expected
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Insignificant Delay or Shortfall?  Example

After 2nd Modification
Cumulative 
Modification

3 Months no Payments 
+ 6 Months I.O.

Modification Amount $22,466

% of Loan Balance 2.87%

% of Collateral Value 2.36%

Delay to Orig. Terms 9 Months vs. 5 Years

Collectability Uncertain

Before Modification
Original Term 5 Years

Orig. Amortization 25 Years

Loan Balance $784,091

Interest Rate 5.25%

Monthly Payment $4,794

Appraised Value $950,000

Loan‐to‐Value (LTV) 83%
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TDR or Not? Example 1

 Remaining amortization extended from 7 to 25 years
 Internal Pass/Watch: 1.0x global debt service 

coverage ratio (DCR)
 Modification improves DCR to 1.25x
 In line with prudent underwriting criteria

Not a TDR
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TDR or Not?  Example 2

 DCR declined from 1.0x to 0.6x 
 Remaining amortization and maturity extended from 

7 to 25 years
 Inconsistent with market terms
 Interest-only 12 months
 Modifications improve DCR to 1.1x

Is a TDR


