
INVESTMENT COUNSEL AND MANAGEMENT 

We are now one year closer to adopting CECL.  I have attended a number of 
seminars and conferences (including the annual AICPA Conference on Banks & 
Savings Institutions).  In addition, on September 6, 2017, banking regulators 
updated their CECL Frequently Asked Questions.  This update includes additional 
questions (and answers) as well as the questions (and answers) from their original 
document dated December 19, 2016. 

As I continue to navigate through CECL it is helpful to relate CECL to current 
allowance methodology.  This seems to make it easier to begin to understand CECL 
and should make it easier to explain CECL to bank management and to board 
members.  The following is my assessment of this relationship. 

In regard to Part B, CECL states that “an entity shall measure expected credit losses 
on a collective (pool) basis when similar risk characteristics exist”.  Based on my 
observations from seminars and conferences, this is an area that can quickly 
become over complex.  For most banks, it seems logical to begin with pools based 
on call report codes (which is probably how most banks currently group their loans 
for the current allowance calculation).  If there are specific and different risks within 
a call report code (such as collateral types for CRE loans, geographical risks, etc.) 
then a bank can determine if it is necessary to expand the number of pools.  In 
other words, start with what you have, to determine if you need to have more.  You 
may not need more. 
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We will consider CECL’s impact on Part C (Q Factors) at a later date.  At this point in 
time, it is my opinion that the focus should be on Part B to begin to determine: 

 What are appropriate risk pools; and

 Data- Does a bank have the ability to get the necessary data to accumulate
loan losses in these pools in order to facilitate the estimation of cumulative
lifetime losses for these pools?

Note that this data is also critical to meet the expanded disclosure requirements for 
banks that are SEC filers or other public business entities (PBEs). 

By determining how simple or complex your pool structure needs to be and by 
determining the status of your access to necessary and required data, you will be 
able to also facilitate your decision as to: 

 Adapting/using your current excel allowance work papers or purchasing a
software package/model;

 Continuing to compute your allowance in-house or contracting with a third
party for assistance;

 Adapting/using your current software/programs for data collection or
determining that you need to purchase additional software.

As I think back on my 35 plus year career as a bank auditor, there were two 
questions that I always asked on each bank audit.  “Does the bank understand the 
risks in its loan portfolio, and have these risks been properly considered in the 
bank’s estimate of its allowance for loan losses?”  While CECL may change the 
process and the timing of recording loan losses, the questions have not changed. 
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