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The Securities and Exchange 
Commission, as a matter of policy, 
disclaims responsibility for any 
private publication or statement by 
any of its employees.  Therefore, the 
views expressed herein are my own,  
and do not necessarily reflect the 
views of the Commission or the other 
members of the staff of the 
Commission.

Disclaimer
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Frequent Areas of Staff Comment

This document has two types of observations:

1.    Frequent Areas of Staff Commentïareas 
where comments will likely be issued if 
appropriate supporting disclosures are not 
provided to explain the matter

2. Suggestions for Enhanced Disclosureï
MD&A disclosure suggestions by topical 
area.  These suggestions are only applicable 
in situations where the topics are material to 
an understanding of the bank's financial 
condition, results of operations, liquidity or 
capital resources
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Topics

1. Asset Quality / Loan Accounting Issues

2. Securities Impairment

3. Other

a.  Goodwill Impairment

b. Deferred Tax Asset Valuation

c. Loss Contingencies

d. Accounting Issues Related to FDIC-

Assisted Transactions

e.  SFAS 166 and 167 Observations / 

Implementation Issues
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Topics

f.  Mortgage and Foreclosure-Related

Matters

g.  Regulatory Actions or 

Recommendations

h.  Liquidity and Risk Management

i.   Acquisition of Troubled Financial  

Institution (SAB 1:K)  Waivers
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Asset Quality / Loan Accounting 

Issues

Sub-topics

Å Allowance for Loan Loss ïgeneral areas of staff 

comment

Å Commercial Real Estate

Å Loan Extensions

Å Appraisals

Å Loans Measured Based on the Collateral Value

Å Loans with Evidence of Concentration of Credit Risk

Å Interest Reserves

Å Modifications and TDRs

Å Non-Impaired Loans

Å Other Real Estate Owned

Å Purchased Loans
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Allowance for Loan Loss ïAreas 

of Staff Comment

The staff is likely to request enhanced disclosure 

where a financial institution does not provide 

sufficient disclosure to explain the circumstances 

related to:

Å Fluctuating ratio of allowance to total loans

Å Fluctuating coverage ratio (allowance to total 

non-performing loans)

Å Large unallocated allowance presented under 

Guide 3

ÅChanges in methodologies or charge-off 

policies
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Allowance for Loan Loss ïAreas of 

Staff Comment (contôd)

ÅFluctuations in the different components of the 

allowance to the total allowance

ÅRegulatory agreements

ÅIndication that appraisals are not timely 

updated for loans measured for impairment 

based on the collateral value

ÅGeographic or higher-risk loan type 

concentrations

ÅCharge-off policies for each type of loan

ÅNon-accrual policies for each type of loan
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Commercial Real Estate (CRE)-

Areas of Staff Comment
The staff is likely to request enhanced disclosure 

where a financial institution does not provide 

sufficient disclosure to explain the circumstances 

surrounding:

ÅLarge fluctuations in charge-offs or non-

performing CRE loans

Å Indication that workout programs are used 

without adequate explanation of the types of 

programs or quantification of the modified loans 

Å Indication that CRE loans are being extended at 

or near original maturity but are not considered 

impaired due to the existence of guarantees
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Increasing CRE Charge-Offs ï

Enhanced Allowance Disclosure

If you experienced a significant increase in CRE 

charge-offs, consider enhancing the disclosure 

surrounding how the trend of increasing charge-offs 

has impacted or is expected to impact the allowance.  

For example, consider disclosing:

ÅThe triggering events or other circumstances that 

impact the timing of when an allowance is 

established

ÅHow the increasing level of charge-offs is factored 

in the determination of the different components of 

the allowance

ÅHow you define ñconfirmed lossò for charge-off 

purposes and how that impacts the level of your 

allowance
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Increasing Non-Performing CRE Loans 

ïEnhanced Allowance Disclosure

If you experienced a significant increase in CRE 

nonperforming loans, consider enhancing the disclosure 

surrounding how the trend of increasing nonperforming 

loans has impacted or is expected to impact the 

allowance.  For example, consider disclosing: 

ÅWhether the significant increase in your 

nonperforming loans is due to a few large credits or a 

large number of small credits

Å If your allowance has not proportionally followed the 

levels of your non-performing loans, a discussion of 

the reasons why 

ÅA discussion of the steps you take to monitor and 

evaluate collateral values of your nonperforming 

loans as part of your allowance methodology and the 

trends experienced in that area in recent periods 
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CRE Workout Programs ï

Enhanced Allowance Disclosure
If you have performed any CRE workouts whereby an 

existing loan was restructured into multiple new loans 

(i.e., A Note/B Note structure), consider disclosing:

ÅThe amount of loans that have been restructured 

using this type of workout strategy in each period 

presented

ÅThe benefits of this workout strategy, including the 

impact on interest income and credit classification

ÅThe general terms of the new loans and how the A 

note and B note differ, particularly  whether the A 

note is underwritten in accordance with your 

customary underwriting standards and at current 

market rates
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CRE Workout Programs ï

Enhanced Allowance Disclosure (contôd)

Consider the following disclosure suggestions 

for A Note/B Note structures:

ÅDiscussion of charge-off policies for A Note/ 

B Note structures

ÅDiscussion of whether Note A and Note B 

are placed on nonaccrual and included in 

impaired loans in the footnotes (disclosure 

as a TDR in Guide 3)
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Loan Extensions ïEnhanced 

Allowance Disclosure
If you have noticed an increase in construction or 

commercial loans that have been extended at 

maturity, which you have not considered impaired 

due to the existence of guarantees, consider 

disclosing:

ÅThe types of extensions being made, whether 

loan terms are being adjusted from the original 

terms, and whether you consider these types of 

loans as collateral-dependent

Å How the company evaluates the financial 

wherewithal of the guarantor, such as the type 

of financial information reviewed, how current 

and objective the information reviewed is and 

how often the review is performed
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Loan Extensions ïEnhanced 

Allowance Disclosure (contôd)
Consider the following disclosure suggestions. 

contôd:

ÅHow the Company evaluates the guarantorôs 

reputation and how this translates into its 

determination of the ultimate provision or charge-

off recorded

ÅHow the guarantorôs reputation impacts the 

Companyôs ability to seek performance under the 

guarantee

ÅHow many times the Company has sought 

performance under the guarantee and the extent of 

the successes
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Loan Extensions ïEnhanced 

Allowance Disclosure (contôd)

Consider the following disclosure suggestions, 

contôd:

ÅHow the Company evaluates the guarantorôs 

willingness to work with the Company and how 

this translates into its determination of the 

ultimate provision or charge-off recorded

ÅHow the Company evaluates and determines 

the realizable value of the borrower guarantee

ÅThe Companyôs willingness to enforce the 

guarantee 
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The Staff is likely to request enhanced 

disclosure where a financial institution does not 

provide sufficient disclosure to explain the 

circumstances related to:

ÅIndication that appraisals are not timely 

updated for loans measured for impairment 

based on the collateral value

ÅIndication that appraisals are being adjusted 

for impairment recognition

Appraisals- Areas of Staff Comment


