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Foreword
We are pleased to present the results of Deloitte’s1 first US CECL Survey, which explores how
banks are responding to the recent issuance of the Financial Accounting Standards Board’s
(FASB) CECL standard. CECL was issued under Accounting Standard Update (ASU) 2016-132
and codified within ASC 326.3
We conducted this survey to understand how banks are approaching CECL implementation
and the potential challenges. Our survey also explores how banks are planning to execute
this implementation in conjunction with the International Accounting Standards Board’s
(IASB) IFRS 94 impairment model, released in July 2014.
Implementing CECL will be a major undertaking with widespread impacts across a bank’s
operations, credit models, and information technology (IT) systems. CECL will also have
important effects on reserves that are established, credit losses recognized, and regulatory
capital ratios.
We hope this survey report will provide insight into current thinking in the industry and foster
conversations among banks, investors, regulators, and standard setters.
We are extremely grateful to all the banks and individuals who participated in this survey
and thank them for their contributions. We hope you find this report valuable. If you wish to
discuss any of the findings summarized in this report, please reach out to one of us or to your
primary contacts at Deloitte.
Implementation of CECL is going to be one of the most significant accounting projects of the
next five years. Banks need to begin the process as soon as possible or risk falling behind in
meeting critical deadlines. We hope that the findings in this survey assist you as you prepare
for CECL implementation.
Regards,
Jonathan Prejean
Deloitte Advisory CECL Leader
Managing Director
Deloitte & Touche LLP
+1 703 885 6266
jprejean@deloitte.com

Irv Bisnov
US Banking Audit Leader
Partner
Deloitte & Touche LLP
+1 313 394 5235
ibisnov@deloitte.com
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Executive summary
Complying with the FASB’s new CECL
standard issued in June 2016 will require
changes across numerous facets of a bank’s
operations, including accounting/finance,
IT, risk, and the business units. In addition
to major operational implications, equally
significant are the financial impact on
impairment estimates, capital ratios, and the
volatility of profit and loss.
Deloitte’s US CECL Survey polled senior
executives at 31 US banks to assess how
they are planning to implement CECL and
the operational and financial impacts they
expect. More than 90 percent of surveyed
banks agree that the stakeholders involved
will include not only credit modeling and
the finance/controllers group, but also risk
and compliance, IT/systems, the Securities
and Exchange Commission (SEC)/financial
reporting group, the Comprehensive Capital
Analysis and Review (CCAR)5/Dodd-Frank Act
Stress Testing (DFAST)6 reporting groups,
and the lines of business.
Surveyed banks also report that CECL
will have critical impacts on their financial
measures. Most responding banks expect
that if CECL were in place today, their
impairment number would increase by more
than 10 percent for consumer loans (75
percent of banks), mortgages (71 percent),
and commercial loans (54 percent). As a
result, most banks anticipate a decrease in
their capital ratios, including Common Equity
Tier 1 Ratio (64 percent), Tier 1 Ratio (55
percent), and Leverage Ratio (55 percent).
More than 80 percent of banks also expect
their profit and loss to become more volatile
under CECL.
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Given the far-reaching operational and
financial impacts, banks need a welldeveloped CECL implementation plan
spanning credit modeling, regulatory
compliance, data and IT systems, finance,
and reporting. To comply with CECL, more
than 90 percent of banks surveyed plan
to adapt their current regulatory capital
processes used for Basel regulatory
capital calculations, economic capital
calculations, and stress testing. Among
banks subject to IFRS 9, 86 percent plan
to implement a consistent methodology
across both standards. In certain instances,
however, banks will need to develop new
credit models and likely make significant
modifications to existing models that
they leverage.
Based on the survey findings, some of the
major implications of CECL include the
following:
Credit modeling
Banks most often cite development of
statistical CECL models (29 percent) as
their most challenging implementation
task under CECL, while two-thirds name
model governance/quality of audit trail/
internal controls as a top challenge of model
risk management under CECL. While
banks can extend their existing analytical
infrastructure to comply with the revised
credit risk management requirements,
the implementation of CECL estimates
will need to be aligned with the upcoming
accounting guidance. This effort will require
coordination among the loan origination,
credit, finance, analytics, risk, compliance,
and reporting functions. To estimate
expected credit losses (ECL) under CECL

and IFRS 9, banks will likely need to modify,
enhance, or replace the current qualitative
and quantitative allowance methodologies.
Sophistication of the model(s) and
estimation techniques will vary depending
on the size and complexity of the bank.
Regulatory capital impact
Due to the revised capital rules issued
in 2013, banks will have to consider the
expected increase in the allowance on their
risk-based and leverage capital ratios and
potentially amend capital plans, while also
phasing in higher capital requirements. In
addition, higher provisions for loan and
lease losses could affect the results of
CCAR/DFAST stress testing.
Operational implications
Efforts to comply with the new credit
impairment models will create downstream
impact on a bank’s current business
processes, control environment, and
operating model. Banks will need to
adopt a broad approach for end-to-end
process redesign.
In order to reduce the operational burden
that may result from implementation, many
institutions identified practical expedients
and areas of judgment that they anticipate
applying under the CECL model. Most
notably, over half of respondents anticipate
using the contractual life of the product
(rather than a practical expedient such
as weighted average life or another time
horizon aside from contractual life) as the
maximum time horizon when estimating
credit losses across all types of portfolios.
The use of a practical expedient is less
pervasive for securities, commercial loans,
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and purchased credit deteriorated (PCD)
assets, where more than 80 percent of
respondents expect to use the contractual
life of the product as the maximum time
horizon for measuring impairment on their
respective portfolios. If deemed reasonable
and supportable, these types of judgments
and practical expedients can help reduce
operational burden associated with
implementation.
Financial and regulatory
reporting impact
More than 90 percent of surveyed banks
say that disclosure requirements are a
challenge for their bank in implementing
the new CECL standard. The challenge of
implementing standardized processes and
reporting technologies that can satisfy
multiple, complex financial and regulatory
reporting requirements may be difficult
and should be addressed early in
the process. The new CECL standard
substantially retains existing disclosure
criteria, with additional disclosures also
required. Perhaps most significantly,
institutions are now required to prepare a
roll-forward of the allowance for expected
credit losses, both for financial assets
measured at amortized cost and for
available-for-sale (AFS) debt securities.
Entities also must disclose credit quality
(and vintage analysis), the allowance for
credit losses, the methods for estimating
expected credit losses, the policy for
determining write-offs, past-due status
by portfolio segment, PCD assets, and
collateral-dependent assets under CECL.

new requirements as a catalyst to
improve their financial and regulatory
reporting capabilities.
Data and technology considerations
Availability of relevant quality data
required to develop CECL estimates will
be a significant issue. Many banks cite
either obtaining data necessary for credit
modeling and loss estimation (23 percent) or
defining data requirements to support model
development (16 percent) as their most
challenging task under CECL. Furthermore,
over two-thirds of banks say they will need
additional data to estimate expected credit
losses for commercial loans, consumer
loans (excluding credit cards), credit cards,
and mortgages. This is especially the case
with obtaining access to relevant forwardlooking information.
Banks will also need to assess the
capabilities of their IT systems to prepare
for CECL, and more than 80 percent of
responding banks are planning either a
tactical upgrade or a strategic change of
systems. This evaluation of current data
sources and IT systems, and any required
enhancements, will be a key feature of
CECL planning.

Despite the challenges associated with
implementation, banks can use these
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Introduction
In recent years, both the FASB and the
IASB have worked to overhaul their current
impairment models. As a result, banks are
now assessing what steps they will need
to take to comply with the FASB’s new
CECL standard.
Under the existing Allowance for Loan and
Lease Losses (ALLL) model, banks apply
a loss emergence concept and recognize
credit losses once incurred. In response to
perceived weaknesses of the incurred-loss
approach, the FASB announced its CECL
standard, which instead uses a life-of-loan
methodology to determine expected credit
losses. In addition, banks will be required to
incorporate “reasonable and supportable
forecasts” in their methodology, which
will impact their reserve estimate and
corresponding ALLL processes. The life-ofloan approach is widely viewed as replacing
the loss emergence period, creating the
potential for estimates to cover a longer
loss horizon.
The new accounting will have a pervasive
impact on all banks and on applicable
asset portfolios such as loans, leases,
and debt securities. In response to the
anticipated changes, banks will need
to assess their governance and risk
management frameworks, credit models,
accounting policies and procedures,
operational processes, controls, and
data sources and IT systems to plan for
successful implementation.
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The FASB provided an effective date for
implementation of CECL of January 1, 2020,
for calendar-year public business entities
that are SEC filers, and January 1, 2021,
for all other calendar-year entities.
Companies may adopt the CECL model
as early as January 1, 2019.
The IASB issued its new impairment
guidance as amendments to IFRS 9 in July
2014, and the revised requirements are
effective for all entities for annual periods
beginning on or after January 1, 2018. Again,
early adoption is permitted.
Deloitte conducted an online survey of
executives at US banks to assess how they
are planning to implement the new CECL
model. The survey asked executives about
the financial and business impacts their
bank expects, how it plans to leverage
processes used for regulatory stress
testing and for IFRS 9, and how it is
managing the operational challenges
presented by CECL. As detailed in this
report, the survey covered a wide range
of issues, including planning, governance,
risk management, loss estimation
methodologies, credit and impairment
models, and IT and data requirements.
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About the survey
Deloitte conducted an online survey of executives at 31 US banks from June
to August 2016 to assess how banks are preparing for CECL implementation
and the potential impacts. The banks surveyed covered a diverse range of
institutions, spanning different volumes of total assets (Figure 1), sizes of loan
books (Figure 2), types of business (Figure 3) and primary regulators (Figure 4).
All the participating banks are subject to reporting requirements for
US Generally Accepted Accounting Principles (GAAP), and 90 percent are
SEC registrants.
Note: In this report, some percentages do not total to 100 percent due
to rounding and in instances where respondents could make multiple selections.

Figure 1: Total assets

Figure 2: Size of loan book

13%

6%

16%

19%
35%

13%

Less than $10 billion
$10 - $20 billion

$10 - $20 billion

$20 - $50 billion
$50 - $200 billion
39%

19%

39%

$200 billion+

Figure 3: Type of business

$20 - $50 billion
$50 - $200 billion
$200 billion+

Figure 4: Primary regulator

3%

8%
5%

16%
39%

15%

42%

Commercial
Consumer

OCC

Retail

Federal Reserve Board

Investment banking
32%

Other

FDIC
39%

Other
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A comprehensive
CECL program
A carefully considered, integrated approach to CECL implementation
may result in a consistent framework that auditors and regulators
are more likely to accept. A holistic CECL implementation plan will
typically consist of the following key phases (Figure 5).

Figure 5: CECL implementation roadmap
CECL program mobilization

Develop roadmap
to future state

Gap assessment

Current state evaluation

Program management
Set up program
management
1. Deﬁne senior
management ownership for
key activities associated with
CECL and perform a detailed
study to prepare plans

CECL program
mobilization
2. Identify points of
convergence and develop
guiding principles that form
the foundation for
implementation

Understand
current state
3. Conduct workshops
to understand current
capabilities, select IT &
data availability and
architecture

Assess the impact
4. Leveraging points of
convergence and guiding
principles, create vision
and deﬁne desired future
state; analyze current
state vs. future state and
identify gaps

Build and validate models
6. Enhance existing models
and build new models;
establish model validation
process to manage the model
risks, assumptions and
changes

Develop roadmap
to future state
5. Produce multi-year
implementation roadmap
and design detailed
operating model, tailored
with accounting policy
and ECL estimation
methodology
speciﬁcations

Current state evaluation. Banks should inventory the exposures
within the scope of CECL and assess their current credit risk
models’ techniques for loan loss estimation, securities impairment
models, associated data, financial reporting systems, applications,
and processes. As part of this assessment, the governance
structure, operating models, and data employed by other credit risk
measurements frameworks such as Basel and CCAR will also require
consideration. This phase should result in definition of the CECL
program strategic objectives and vision for future state.
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Postimplementation
support

Implementation
Go
live

Address reporting and
disclosure requirements
9. Develop transition adjustments
and transition disclosures; reﬁne
process for external & internal
reporting framework
Establish process and controls
7. Implement standardized processes
and integrate tools, systems,
processes; reﬁne controls framework
and speciﬁcations

Parallel run
8. Observe actual results
and perform model
calibration for all
portfolios; reﬁne as
needed. Conduct intuitive
checks of reasonableness
of CECL estimates.

Post-implementation
support
10. Observe actual
results, update models
and reﬁne systems/
processes as needed

Gap assessment. Comparing the current state to the future state
will facilitate the identification of gaps that organizations need to
address. This gap assessment should focus on credit models and
methodologies, availability of historical and forward-looking data,
processes and controls, and financial and regulatory reporting
systems. Based on current-state evaluation and gap assessment,
this phase should result in a high-level roadmap to the future state.
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Develop roadmap to future state. To address the gaps identified,
banks should develop a detailed implementation plan that specifies
required modifications to their credit risk models, accounting policy,
allowance methodology specifications, validation processes, and
governance framework, as well as incremental data requirements.
To create an efficient implementation, the plan should identify points
of convergence between CECL and other accounting and regulatory
processes such as stress testing, capital adequacy, fair value
measurement, and IFRS 9. This detailed plan should identify how
to leverage existing modeling capabilities and processes. The result
of this phase should be a detailed implementation roadmap and
action plan.
Implementation. This phase will focus on updating existing
models, building new models where required, and enhancing or
establishing validation processes to manage modeling risks. Banks
should also establish or refine processes, controls, governance
framework, and operating model for the CECL program. In addition,
standardization of processes and integration of tools and systems
will be of particular importance. Employing a parallel run to check
the reasonableness of the CECL estimates, developing transition
adjustments and disclosures, and refining the process for the
external and internal reporting frameworks are the remaining main
components of the implementation phase.
Post-implementation support. Once the program has gone live,
a program of ongoing monitoring and support should be in place
to observe the actual results and to update models and fine tune
systems and processes as required.
Designing and implementing a CECL program is an effort that
touches virtually every part of the organization, requiring the active
involvement of numerous functions and groups, such as credit
modeling, risk and compliance, IT/systems, and the lines of business.
A comprehensive CECL implementation plan should guide the overall
effort and help ensure that it involves all the important functional
areas and groups needed for an effective program.
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Key implementation activities
CECL planning and implementation appears to be well under
way at most surveyed banks. Seventy percent of responding
banks reported they have already started CECL implementation
or will initiate it before the end of 2016, while 22 percent say
implementation will start in 2017, and only 6 percent say it will begin
in 2018 or later.
In approaching implementation, 87 percent of surveyed banks
will have a consistent CECL methodology rolled out across the
organization, and among these banks 81 percent report that
CECL implementation will be rolled out at the same time across
portfolios, legal entities, and geographies. Fewer than 20 percent of
banks that will have a consistent methodology plan to roll out CECL

implementation in different phases across portfolios (15 percent) or in
different phases across geographies (4 percent).
Ninety percent of banks will perform a parallel run between CECL
and existing loss estimation and impairment methodologies, with 58
percent planning a parallel run over a one-year period. Executives
note that available resources and the reliability and consistency of
the available data are key factors in determining the length of the
parallel run. In addition, institutions will need to take a number of
steps before parallel runs can begin. Several executives note that
before beginning parallel runs, their banks will need to establish a
strong control environment addressing model performance and
sensitivity, validation of data flows, and qualitative overlays.

Figure 6: CECL implementation by phase and function
Figure 6 illustrates typical key activities in each phase of the CECL implementation plan along with relevant stakeholders at banks who will be
most impacted at that stage of implementation:

Key activities
Determine impact assessment methodology
Current state
evaluation

Understand current models, controls, and external
and internal reporting requirements
Understand current capabilities of internally developed and/or thirdparty technology
Comprehensive model design gap assessment

Gap assessment

IT approach selection and data gap assessment
Impact to financial and regulatory reporting systems, applications,
processes, and controls
Impact on governance

Develop
roadmap to
future state

Build multi-year plan with key stakeholders and
target dates
Define data architecture strategy (e.g., availability, warehousing, cost
and delivery)
Determine model design and validation approach
(consider synergies in reporting requirements)
Design reporting architecture (e.g., chart of accounts, disclosure
checklist), controls framework, and risk reporting

Credit
modeling

•
•
•
•
•
•
•
•
•

IT/
systems

•
•
•
•
•
•
•
•
•
•

Risk &
compliance

•

•
•
•

Establish accounting and operational policies
Build data and reporting architecture
Implementation

Build models, test, and refine
Implement and test new controls, policies, processes
Conduct parallel runs and remediate any issues

Postimplementation
support
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Refine models, controls, policies, and processes
Address SEC and regulator comments

•
•
•
•

•
•
•
•
•

•
•
•
•
•

Finance/
controllers

Accounting
policy

•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•

•
•
•
•
•
•
•

•
•
•
•
•
•

CCAR/
DFAST
reporting

SEC/
financial
reporting

•
•
•
•
•

•
•
•
•
•
•
•
•
•
•
•
•
•
•

•
•
•
•
•
•
•
•
•

•
•

Line of
business

•
•
•
•
•

•
•
•
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Establishing sound governance
The appropriate functions and executives
will need to be involved in governing the
new credit impairment standard. While the
involvement of finance, accounting policy,
and risk will be key, other functions can
also provide important insights. The level of
involvement of executives will vary based on
their management level (e.g., risk manager
versus senior management), function (e.g.,
accounting policy department or credit
modeling department), and implementation
phase. A strong governance and risk
management program will be critical as the
entity implements the CECL standard, both
for quality of estimations as well as to meet
regulatory requirements.
Surveyed banks reported that a wide
variety of groups within their institution
will be very involved in preparing for CECL
implementation, including credit modeling
(100 percent), accounting policy (87 percent),
finance/controllers group (74 percent), risk
and compliance (65 percent), and IT/systems
(55 percent). Significant percentages of
banks also say their SEC/financial reporting
group (42 percent) and CCAR/DFAST
reporting groups (39 percent) will be very
involved (Figure 7).
Banks expect CECL implementation will lead
to changes in other programs including risk
(78 percent), governance (63 percent), and
internal audit (50 percent), although only
20 percent expect changes in compliance.
The changes cited most often for risk
management are:
•• Expected changes to risk reporting
processes to incorporate more centralized
processes and stronger controls
•• The need for greater involvement by the
risk group in monitoring of both model
development and validation processes
•• Greater involvement in the CECL
methodology, data quality, and
economic analysis

In governance, the expected changes
include the need to update and document
the overall allowance for loan losses policies
and procedures; an enhanced governance
and control environment, especially
regarding data quality and the subjective
nature of estimates; and revisions to the
model governance processes.

requirement of clear documentation of the
basis for adjustments
In developing their implementation plans,
banks also face the challenge of how to
interpret the new CECL requirements. As
might be expected, banks most often cite
the banking regulatory agencies as the
stakeholder with either the most influence
on how they will interpret CECL (52 percent)
or the second-most influence (29 percent).
Some banks also cite auditors and FASB
(both 13 percent) as having the most
influence on their interpretation
of CECL.

When asked about the framework that
governs processes involving the review and
monitoring of qualitative adjustments and
other post-model adjustments, responding
banks were split. Forty-four percent expect
changes to the framework governing these
adjustments, while 56 percent do not
foresee changes. The changes most often
cited are:

Although the US regulators have not yet
issued7 guidance outlining regulatory
expectations for CECL, the Basel Committee
on Banking Supervision published guidance
in December 2015 on credit risk and
accounting for expected credit losses8.
The guidance sets out supervisory
expectations for banks related to sound
credit risk practices associated with
implementing an expected credit loss
framework. It also highlights requirements
specific to IFRS 9 that banks should consider
when designing and operationalizing their
implementation plans.

•• Changes to the oversight and governance
processes for qualitative adjustments
(such as enhanced controls related to
economic inputs, scenario weighting, and
ongoing monitoring)
•• Increased or decreased use of qualitative
adjustments based on the type of model
•• Greater scrutiny of qualitative and other
post-model adjustments, including a

Figure 7: Involvement in preparing CECL implementation
Very involved

Credit modeling

Somewhat involved

100%

Accounting policy

100%

87%

Finance/controllers group

87%

74%

Risk & compliance

26%

65%

IT/systems

32%

55%

SEC/financial reporting group
CCAR/DFAST reporting groups

55%

In-house economist or economic advisor

19%

Lines of business

16%

97%

55%

39%
61%
77%

97%
97%

42%

42%

100%

94%
80%
93%
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Leveraging existing processes
Banks can design a more efficient CECL implementation plan by
identifying where it is possible to leverage their approaches to loss
estimation under regulatory capital and stress testing procedures, as
well as under IFRS 9. Banks can consider the opportunities to create
an integrated approach across these processes for data sourcing,
IT infrastructure, risk models, processes, controls, and reporting.
By identifying common activities and data elements, banks can
eliminate redundancies, simplify program design, and reduce costs.
Regulatory capital processes
Virtually all the banks surveyed (92 percent) report they plan to
compare CECL estimates with other loss estimates, such as stress
testing, regulatory reporting, or other management reporting.
Similarly, 94 percent of banks plan to leverage their current
regulatory capital processes (including capital calculations and
stress testing requirements) either fully (58 percent) or partially (35
percent) for CECL implementation. The largest banks (assets of $200
billion or greater) are more likely to leverage their current processes,
with 82 percent planning to fully leverage their processes compared
with half of the smallest banks (less than $50 billion in assets).
These executives indicated that CCAR, DFAST, and Internal Capital
Adequacy Assessment Process (ICAAP)9 as existing models that
could be leveraged when implementing CECL. However, they also
noted that the aforementioned models will require modifications for
data, assumptions, and qualitative adjustments.
Of the 94 percent of banks that plan to align their CECL and
regulatory capital processes, 26 percent expect full alignment while
68 percent are planning some alignment. At banks expecting only
some alignment, executives most often said they plan to create
interdependencies in governance structures, model development,
model validation, and data sources.
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IFRS 9
In July 2014, the IASB released IFRS 9, a standard centered on the
recognition of credit losses with a similar goal to the FASB’s CECL
impairment project. Although both the CECL and IFRS 9 impairment
models are based on expected credit losses, they take different
approaches. IFRS 9 uses a “three stage” model that classifies debt
instruments as either performing assets, underperforming assets,
or nonperforming assets with varying degrees of credit losses
recognized for each category. This model requires institutions to
recognize 12 months of expected losses for performing assets
and lifetime expected losses for assets with increased credit risk.
In contrast, the FASB’s CECL model requires entities to recognize
lifetime expected credit losses for all assets, not just those that have
higher credit risk.
A comprehensive approach to CECL and IFRS 9 can identify
capabilities that institutions can leverage to create a more efficient
program and one that is more likely to be accepted by auditors and
regulators. Forty-seven percent of the banks surveyed are required
to adopt IFRS 9, and 86 percent of these banks say they will apply
consistent methodologies when implementing CECL and IFRS 9
across portfolios, legal entities, and geographies. Reflecting the
fact that IFRS 9 has an implementation date of 2018, compared
with 2020 or 2021 for CECL (depending on the type of institution),
86 percent of the banks subject to IFRS 9 say this standard will be
implemented before CECL in some or all of the geographies where
they conduct business.
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Assessing the financial impacts
By moving from the current “incurred loss”
accounting to “expected loss” over the life
of the loan, CECL has the potential to have
a significant impact on a bank’s financial
reporting, including its impairment number,
volatility of profit and loss, regulatory capital
ratios, and the cost of products.
Most surveyed banks report that if the CECL
transition date were today, their total ALLL
impairment would increase by more than
10 percent in consumer loans (75 percent
of banks), mortgages (71 percent), and
commercial loans (54 percent), while 39
percent say it would increase by this amount
for credit cards (figure 8).
When asked why they expect an increase in
their bank’s total impairment number, bank
executives most often cite the movement
from incurred loss to lifetime loss, which will
require the recognition of losses that would
not be otherwise recognized under existing
ALLL models.
With an anticipated increase in their
impairment number, roughly half the banks
also expect that CECL will lead to a decrease
in their capital ratios: Common Equity Tier
1 (64 percent), Tier 1 (55 percent), Leverage
(55 percent), and Total Capital (45 percent).
More than 80 percent of banks also expect
their profit and loss will become either much
more volatile (14 percent) or somewhat
more volatile (69 percent) under CECL.
Executives cite a number of reasons for
expecting increased volatility, including the
need to reserve for lifetime losses at the
date of origination, the requirement for
more inputs to models that could influence
expected losses compared with historical
ALLL models, and the requirement to
consider macroeconomic forecasts.
Most banks do not expect CECL to affect
the cost of products, although a significant
minority disagree for some product types.

The product types most often expected
to see an increase in cost due to CECL are
mortgages (46 percent) and consumer loans
(36 percent).
Finally, the survey explored the impact of
CECL on credit risk management practices.
Most banks expect the new CECL model will
have either some impact (58 percent) or a
significant impact (13 percent) on their credit
risk management practices. The expected
impacts cited by executives include:
•• Need to re-evaluate practices (such as
the attention paid to credit ratings at
origination or purchase of an asset)
•• Potential impact to reduce the appetite
for certain asset classes or for longerterm loans
•• Need for more forecasts of
macroeconomic and microeconomic factors
•• Modifications to processes, such as
pricing, economic capital, profitability
measurement, and portfolio monitoring

Figure 8: Expected change in bank’s total impairment number
upon adoption of CECL
Increase 10%+

Consumer loans (excluding credit cards)

75%

Mortgages

17%

54%

13%

Credit cards

12%

39%

6% 19%

17%

92%

88%

66%

65%

52%

19%

Purchased credit deteriorated

17%

71%

Commercial loans

Securities

Increase of less than 10%

56%

61%
25%
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Meeting operational challenges
When asked about the operational challenges they face
in CECL implementation, 93 percent of surveyed banks
cite disclosure requirements as being at least somewhat
challenging (Figure 9). Although CECL retains many
existing disclosure requirements, it also made some
significant changes (see discussion on next page). In
particular, banks face significant challenges in obtaining
required data to support disclosures, implementing
controls to ensure data accuracy, and analyzing data to
identify and explain trends that warrant an explanation.
The issue most often seen as being extremely or very
challenging is estimating expected credit losses for credit
cards (27 percent). Other issues that banks identified as
at least somewhat challenging are evaluation of expected
credit losses for held-to-maturity-securities (70 percent) and
estimating expected credit losses (for instruments other
than credit cards) (57 percent).
One difference between CECL and IFRS 9 is the
determination of contractual life for credit cards (or
other cancellable corporate facilities). Under CECL,
if an entity has the unconditional ability to cancel the
unfunded portion of a loan commitment, the entity
is not required to estimate expected credit losses on
that portion, even if the entity has never exercised its
cancellation right in the past.
However, under IFRS 9, banks will be required to
measure expected credit losses over the period for
which they are exposed to credit risk. For example,
revolving credit facilities, such as credit cards and
overdraft facilities, can be contractually withdrawn by
the lender with as little as one day’s notice. In practice,
however, lenders continue to extend credit for a longer
period and may withdraw the facility only after the
credit risk of the borrower increases. Banks will have to
determine the behavioral life for these debt instruments
under IFRS 9. In contrast, incorporation of behavioral life
is not required under CECL.
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Figure 9: Operational challenges in implementing CECL
Extremely/very challenging

Disclosure requirements
Evaluation of expected credit losses
for held-to-maturity securities

Somewhat challenging

23%

17%

Estimating expected
credit losses for credit cards

53%

27%

10%

Operationalizing allowance approach
vs. permanently writing down
a security’s cost basis

10%

40%

Operationalizing gross-up accounting
for purchased credit deteriorated assets
and certain beneficial interests

10%

40%

13%

70%

57%

30%

Estimating expected credit losses – Other

Estimating expected credit losses for
troubled debt restructurings (TDRs)

93%

70%

47%

57%

50%

50%

50%

37%

Pooling financial assets based
on similar risk characteristics

7%

37%

Identifying purchased
credit deteriorated assets

7%

33%

44%

40%
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CECL disclosure requirements
The new CECL standard requires new and expanded
disclosures. These disclosures are meant to provide
additional insights to the reader of the financial
statements regarding the methodologies and
significant assumptions used in the calculation of the
“expected loss” allowance for the various loan
portfolios held by the bank. Additionally, changes to
disclosures on AFS debt securities are required to
incorporate the concept of an allowance. Notable
disclosure requirements include:
Financial instruments at amortized cost
•• Any instrument in scope of CECL that is
measured at amortized cost (e.g., held-tomaturity debt securities) will now be subject
to allowance disclosures.
Disaggregation of disclosures
•• All allowance disclosures now require disaggregation
based on nature of asset:
–– Financing receivables: by portfolio segment/class
of financing receivable.
–– Debt securities: by major security type.
Changes in disclosures allowance methodology
•• Companies are required to discuss the method used
to estimate expected losses by portfolio segment
and major security type.

Credit quality information
•• For financial assets at amortized cost, amortized
cost basis must be disclosed within each credit
quality indicator by year of origination:
–– Public business entities that meet the US GAAP
definition of an SEC filer must disclose credit
quality indicators disaggregated by year of
origination for a five-year period.
–– An entity will need to disclose the amortized cost
basis by each credit quality indicator (amortized
cost basis for origination years before the fifth
annual period may be presented in aggregate).
–– Requirement is not applicable to nonpublic
business entities.
Purchased financial assets with credit
deterioration
•• New requirements include:
–– Reconciliation of purchase price and
par value.
–– Allowance for credit losses at acquisition date
and the discount or premium attributable to
other factors.
AFS debt securities and other-than-temporary
impairment (OTTI)
•• Disclosures previously required for AFS debt
securities when OTTI does/does not exist will now be
required when an allowance is/is not recognized.
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Developing loss estimation
models
The issue most often cited by surveyed banks as their most
challenging implementation task is development of statistical CECL
models (29 percent) (Figure 11).

as a practical expedient to estimate the time horizon over which to
forecast losses.

•• A period of reversion

In addition, CECL estimation methodologies state that management
should assess the current economic environment and forecast
future conditions to develop reasonable and supportable forecasts.
These macroeconomic forecasts, in conjunction with other relevant
information, will need to be applied consistently across portfolios.
When detailed long-term forecasts are not available, forecasting
credit losses will require banks to exercise significant judgment and
carefully document the considerations involved.

In developing their life-of-loan methodologies, banks will begin
by considering historical life-of-loan losses and evaluate adjustments that will be required to arrive at lifetime expected losses.
Furthermore, where probability of default (PD) models are applied,
institutions will need to develop PD term structures that align with
the remaining contractual life of the loan for each portfolio. Although
ASC 326-20-30-6 states that expected credit losses are required to
be measured over the contractual life, 65 percent of banks indicated
that they intend to use weighted average life of the loan (by portfolio)

In estimating expected credit losses over the life of the loan, all the
banks surveyed report they will use macroeconomic variables to
estimate expected credit losses. Banks most often say they will use
unemployment rates/rates of change (71 percent) and GDP growth
rates/rates of change (65 percent). Roughly 40 percent of banks also
cite each of the following macroeconomic variables: Case-Shiller Home
Price Indices, 10-year Treasury yields, and shape of the yield curve (as
measured by the difference in yields between three-month Treasury bills
and 10-year notes).

The CECL standard provides a framework for applying the life-ofloan concept that replaces the existing “loss emergence period,”
breaking the life of the loan into two conceptual components that
are informed by historical loss experience:
•• A “reasonable and supportable forecast” period

Figure 11: Most challenging CECL implementation task

6%

Development of statistical CECL models

10%
29%

Obtaining data necessary for credit
modeling and loss estimation
Defining data requirements to support
model development

16%

Design and implementation of revised
and/or new processes and controls
Overall systems architecture for the
calculation and reporting of CECL
16%
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23%

Enhancements to governance and to risk
and compliance programs
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According to survey respondents, the
most common sources of forward-looking
macroeconomic information will be
regulatory or other externally available
forecasts (93 percent), internal information
(87 percent), and peer or industry-level data
(77 percent). While most respondents
intend to apply macroeconomic forecasts
developed for regulatory stressed scenarios,
it is important to note that these scenarios
will not necessarily be appropriate for CECL
accounting purposes. Institutions will need
to develop and document processes to
demonstrate appropriate scenarios used in
ALLL estimation under CECL. However, once
CECL-appropriate macroeconomic forecasts
are developed, institutions should apply
those consistently across portfolios that
have credit risk drivers similarly affected by
the underlying assumptions.
When incorporating forward-looking
macroeconomic information into their loss
estimation models, roughly two-thirds
of the banks expect they will be able to
produce two-to-four economic scenarios
when estimating expected losses under
CECL, while 27 percent expect to produce
only one economic scenario. Banks most
often expect to use the most likely scenario
to estimate CECL and consider making
adjustments to the estimated CECL within
the experienced credit judgment process to
take into account the less likely scenarios
(44 percent). However, many banks
indicated that they also expect to use a
single forward-looking macroeconomic
scenario that represents the most likely
scenario (24 percent).
The survey also explored the following
additional topics related to CECL models.
Model development. The most common
approaches used by surveyed banks to
develop impairment models under CECL are
leverage existing models used for regulatory
stress testing purposes with enhancements (53
percent) and leverage existing loss estimation
or impairment models and make limited
enhancements (50 percent).

Model capabilities. In their credit and
impairment models, responding banks most
often have capabilities at portfolio/segment
level (e.g., risk grade, loan-to-value, vintage,
remaining maturity) (80 percent) and for
multiple segmentation options (73 percent)
(Figure 12). However, more than 90 percent
of banks either currently have or plan to
develop these and other capabilities. Only
17 percent of banks currently have the
capability of generating a high-level report
comparing CECL to other loss estimates, but an
additional 77 percent plan to develop it.

Monitoring. Seventy-three percent of
surveyed banks frequently monitor model
performance using quantitative measures
such as back testing, while 20 percent
sometimes do and 7 percent rarely do.
Dependencies between parameters.
Ninety-two percent of surveyed banks
plan to consider dependencies between
parameters of their CECL calculations,
with 88 percent saying they will consider
correlations between PD, LGD, and forwardlooking macroeconomic information.

Measurement approach. To estimate
expected credit losses, the most common
measurement approach is (PD × Loss Given
Default (LGD) × Exposure at Default (EAD))
(64 percent), followed by discounted cash flow
(35 percent).

Partial payments. Ninety percent of
surveyed banks report they anticipate
integrating the timing of charge-off
expectations with prepayments to estimate
CECL, with this being most common for
mortgages (100 percent) and least common

Figure 12: Capabilities in credit and impairment models
Have capability

Plan to implement

Portfolio/segment level

80%

Multiple segmentation options

73%

Sensitivity analysis

60%

Ability to trace expected losses to the
loan or security level

60%

Econometric default models

Report comparing CECL
to IFRS 9 impairment
Integration of trading book models into
banking book loan evaluation

27%

47%

17%

10%

37%

7%

40%

20%

33%

30%

77%

40%

97%

96%

94%

40%

57%

Structured impairment analysis
at sub-portfolio level

Reconciliation of marginal pricing
to CECL loss estimates

23%

67%

Risk parameter calculation

High-level report comparing CECL
to other loss estimates

17%

100%

97%

90%

77%

94%

50%

47%

20%
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for credit cards (79 percent). Seventy-seven
percent of banks expect to capture partial
payments (i.e., the impact of customers
paying down balances earlier than expected
but remaining in the portfolio) in their
estimate of expected credit losses under
CECL. The most common approaches to
capturing partial payments are expected
to be included without an assessment for
materiality (on a modelled basis) (45 percent),
expected to be included without an assessment
for materiality (on an experienced credit
judgment basis) (18 percent), and assessed for
materiality and expected to be included (on a
modeled basis) (14 percent).
Composition of existing pools. More than
40 percent of responding banks expect
the implementation of the CECL model will
result in differences in the composition of
existing pools for securities (47 percent)
and for commercial loans (41 percent).
Roughly 30 percent expect differences in the
composition of existing pools for mortgages
(32 percent), purchased credit deteriorated
(30 percent), credit cards (29 percent),
and consumer loans (excluding credit cards)
(28 percent).

Periods before reverting to conditional
mean. Banks we surveyed are divided on
how many periods they will project out when
estimating expected credit losses before
reverting to mean across their different
product types, with 33 percent saying one
to three periods, 35 percent saying four to
nine periods, and 32 percent saying 10 or
more periods.
Time horizon. The contractual life of the
product is the maximum time horizon
that most surveyed banks will use when
estimating expected credit losses under
CECL. More than 80 percent of banks expect
to use the contractual life of the product as
the maximum time horizon for securities (89
percent), commercial loans (83 percent), and
purchased credit deteriorated (83 percent).
However, a significant percentage of banks
expect to use a different time horizon for
consumer loans (excluding credit cards)
(29 percent), credit cards (38 percent), and
mortgages (38 percent). Some of the other
time horizons that executives named for
specific products are:
•• Consumer loans: average life, expected
life including prepayment assumption, and
effective life
•• Credit cards: reissue term, weighted
average life, one year, and behavioral life

Figure 13: Greatest challenges in model risk management under CECL
Percentage ranked among top three challenges

Data management: ensuring data are of
sufficient length and quality

81%

Model governance/quality of audit trail/
internal controls

68%

Developing infrastructure and interfacing
models with data sources

55%

Determining appropriate delivery
approach for loss estimation
or impairment
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Debt instruments not included in CECL.
Ninety-three percent of surveyed banks say
they do not plan to measure expected credit
losses for US Treasuries because the risk of
nonpayment of the asset’s amortized cost
basis is zero, while 22 percent say the same
about investment-grade held-to-maturity
debt securities.

52%

Ongoing performance monitoring

Staff with the appropriate skills
and experience

•• Mortgages: average life, expected life
including prepayment assumption, and
the maximum period for which losses can
be reasonably forecasted

32%

13%

Automation. Ninety-seven percent of
responding banks report that their ALLL
models use a combination of manual and
automated processes, with just 3 percent
saying they employ completely or primarily
automated processes.
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Addressing data requirements
and technology systems
Issues around data quality, availability,
and collection will likely be at the forefront
of implementation efforts, and these are
among the greatest challenges facing
banks according to our survey. Many
banks cite data issues as their greatest
CECL implementation challenge, including
obtaining data necessary for credit modeling
and loss estimation (23 percent) and
defining data requirements to support model
development (16 percent) (Figure 11). When
asked to name the three greatest challenges
in model risk management under CECL,
banks most often cite data management:
ensuring the time series of data are of
sufficient length and quality (81 percent),
with developing infrastructure and interfacing
models with data sources (55 percent) named
third most often (Figure 13).
The new loss estimation models will
require forward-looking information and
the ability to estimate the expectation of
default at origination. Banks will need to
perform a gap assessment of the availability
and quality of the data needed. The data
elements likely to be necessary to measure
expected credit losses under both CECL and
IFRS 9 include:
•• Historical defaults, attrition, and
recovery data

Banks should develop a comprehensive data
strategy that defines the data requirements
for model development, develops the
required infrastructure, and connects
models with data sources. They should
also ensure data has sufficient length and
quality. Banks may consider centralizing
risk and finance data storage to gain
greater consistency.

(91 percent) and use other internal sources
(e.g., underwriting, risk rating) (74 percent).
Many banks also cite use regulatory or other
externally available forecasts (39 percent) and
leverage data utilized for estimating expected
credit losses under IFRS 9 (29 percent). Only
11 percent of banks expect to use thirdparty vendors.
Banks face a number of challenges in
managing specific types of data elements
when implementing CECL. Surveyed
banks most often describe forwardlooking information (42 percent) as being
very challenging, followed by integrating
prepayments with charge-off expectations (32
percent) and origination of lifetime probability
of default (26 percent). These and several
other issues are considered to be very
challenging or somewhat challenging by
more than 80 percent of executives, and

According to the survey, banks are most
likely to anticipate needing substantially
more data to estimate expected credit
losses in commercial loans and credit cards
(both 41 percent) (Figure 14).
How are banks planning to address
their need for additional data? The
most common approach according to
respondents is leverage data utilized for
stress testing or regulatory reporting purposes

Figure 14: Extent to which additional data will be required to estimate
expected credit losses
Substantial additional data

Commercial loans

41%

Credit cards

41%

Some additional data

44%

85%

35%

76%

•• Delinquency data
•• Internal indicators of likelihood to pay

Mortgages

24%

48%

72%

•• Collateral information
•• Estimates of LGD
•• Prepayment data
•• Macroeconomic variables
•• Forward-looking economic scenarios

Consumer loans (excluding credit cards)

Securities

Purchased credit deteriorated

29%

23%

20%

38%

36%

33%

67%

59%

53%
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more than two-thirds of executives say the
same about several additional data issues
(Figure 15).
Banks will also need to assess the
capabilities of their IT solutions and systems
to accommodate CECL. More than 80
percent of responding banks plan upgrades
to their technology systems as part of CECL
implementation. Fifty-six percent say they
are planning a tactical upgrade of systems
as part of CECL implementation, while 13
percent are planning a strategic change
of systems or introduction of new systems
specific to CECL and 20 percent are planning
a strategic change that is part of a broader
risk and finance transformation. However,
a tactical upgrade of systems is much more
common among small banks (less than $50
billion in assets) (62 percent) and midsize
banks ($50 to $200 billion in assets) (82
percent), compared with just 18 percent
among the largest banks ($200 billion or
greater in assets). The largest banks are
more likely to plan a strategic change or
introduction of new systems, either specific to
CECL or as part of a broader risk and finance
transformation (27 percent each).
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Figure 15: Challenge presented by data elements in implementing CECL
Very challenging

Somewhat challenging

Integrating prepayments with charge-off
expectations

32%

Origination lifetime PD

42%

External indicators

16%

Behavioral maturity information

16%

Other internal indicators of payment
likelihood

13%

Collateral information

13%

Delinquency data

81%

81%

65%

77%

61%

29%

68%

42%

42%

39%

26%

84%

39%

55%

3%

90%

58%

26%

Forward-looking information

Limit and exposure information

58%

26%
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The path forward
Implementing the new CECL standard will
likely be a major undertaking requiring the
active involvement of numerous functions
and lines of business, as well as requiring
investments in model development, new
data sources, and upgrades to the IT
infrastructure. Although the effective date
of the new guidance is still several years
away, the scale of the project means that
banks should begin today to prepare for the
dramatic transformation in their credit and
financial reporting practices that will
be required.
Given the size and length of the effort,
what should banks begin to do today?
A first step is to assess the current state
of their credit impairment policies and
practices and identify the enhancements
that will be required to implement CECL
(Figure 16). This assessment should include
the following:

•• Review existing credit models and
methodologies, and outline a plan for
determining their suitability for CECL.
•• Assess the quality and availability of data,
and identify opportunities to leverage
existing data for CECL models.
•• Understand the current reporting
processes (e.g., under SEC, CCAR/
DFAST, Basel III10, ICAAP, and IFRS 9)
and determine what processes, if any,
can be leveraged to meet CECL
disclosure requirements.
•• Assess the capabilities of the IT
infrastructure and controls related
to models, data, processes, and
reporting, and then identify the
enhancements required.
•• Analyze how to adapt the governance
structure and relationships among
departments and functions to
implement CECL.

•• Inventory the instruments that fall within
the scope of CECL.

As this list suggests, assessing a bank’s
current capabilities, and identifying the
enhancements and investments needed to
implement CECL, are major undertakings.
After completing this assessment, institutions
should then use their findings to develop
a roadmap and playbook to guide the
implementation of key initiatives as part
of a unified strategy. Banks should then
operationalize their changes by developing a
detailed execution plan, installing the proper
governance to oversee implementation,
identifying implementation issues, and
running a parallel process to analyze the
ALLL impact of adoption.
Effective implementation requires a unified
strategy, a CECL playbook outlining the
implementation, a detailed execution
plan, and proper governance to oversee
implementation. If they have not already
done so, banks should begin the planning
process today so they are better prepared
to navigate the sea change that CECL
will bring.

Figure 16: Where should your focus be—current state evaluation
Models

Review existing credit models and outline a plan for determining the suitability of models for measuring the life of loans
and ECL estimates based on both quantitative and qualitative data.

Data

Identify opportunities to leverage existing data for models, and address quality and availability of data and assumptions.
Outline steps to align existing qualitative methodology/framework to CECL requirements.

Processes

Inventory impacted policies and procedures to comply with CECL and outline plan to close identified gaps. Assist with
analysis and documentation of implementation plans.

Controls

Outline how to adapt existing governance structures, interactions, and relationships of the various departments and
functions involved in the CECL process.

Reports

Understand current reporting processes (SEC, CCAR/DFAST/Basel III/ICAAP, IFRS 9, management reporting, etc.) and outline
a plan to modify current reports to comply with CECL requirements including disclosures.

People

Evaluate key roles, governance, responsibilities and training of personnel for the implementation of CECL requirements.

IT

Review current IT infrastructure and controls to assess current capabilities related to models, data, processes and reports
and assist in the design requirements for data and IT systems to obtain additional information, as required.
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Glossary
AFS...............................................................................................available-for-sale
ALLL..................................................... Allowance for Loan and Lease Losses
BCBS............................................ Basel Committee on Banking Supervision
CCAR....................................... Comprehensive Capital Analysis and Review
CECL................................................................. current expected credit losses
DFAST................................................................Dodd-Frank Act Stress Testing
EAD.......................................................................................... estimate at default
FASB...................................................Financial Accounting Standards Board
FDIC................................................. Federal Deposit Insurance Corporation
IASB............................................International Accounting Standards Board
ICAAP............................... Internal Capital Adequacy Assessment Process
LEP................................................................................... loss emergence period
LGD.............................................................................................loss given default
OCC...............................................Office of the Comptroller of the Currency
OTTI.......................................................... other-than-temporary-impairment
PCD....................................................................purchased credit deteriorated
PD......................................................................................... probability of default
SEC.......................................................Securities and Exchange Commission
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