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The credit losses standard published by the Financial Accounting 
Standards Board (FASB) in June 2016 presents financial services 
entities, including banks, credit unions, insurance entities, and finance 
companies, with implementation that extends beyond the financial 
reporting and accounting functions. This article, the conclusion of a four-
part series exploring the new standard, focuses on steps entities can 
take to determine whether they are devoting adequate resources to the 
transition to the new standard, and whether their technology systems 
are capable of producing and managing the data that will be needed.

Far-reaching impact
Since mid-June 2016, when the FASB 
published Accounting Standards Update 
No. 2016-13, “Financial Instruments–Credit 
Losses (Topic 326): Measurement of Credit 
Losses on Financial Instruments,” financial 
services entities, including banks, credit 
unions, insurance entities, and finance 
companies, are beginning to assess the 
implications of the new standard and 
formulating their plans for compliance.

The new standard replaces the incurred 
loss model for estimating credit losses 
with a current expected credit loss 
(CECL) model. For lenders, the most 
direct and obvious impact of this change 
will be seen in the methods that are 
used to calculate the allowance for loan 
and lease losses (ALLL), renamed to 
allowance for credit losses as the scope 
extends beyond loans and leases.

But the new standard also will have effects 
beyond financial reporting, including 
for the accounting, lending, credit risk 
management, model risk management, and 
internal audit functions. In order to change 
the way they calculate credit losses, entities 
will need to make process changes in the 
way they collect, store, and manage data. 
These changes not only will place demands 
on their IT resources, they are likely to 
require modifications to existing technology, 
or in some cases, replacement of existing 
systems or components.

For Securities and Exchange Commission  
(SEC) registrants, the new CECL standard 
goes into effect for fiscal years beginning 
after Dec. 15, 2019. Non-SEC registrants 
will have another year to adopt.1 
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The effective date is purposely several 
years away so entities will have time to 
make all the changes that will be needed. 
An important early step is to assess what is 
missing in terms of both personnel and data 
management, and develop a strategy for 
filling the gaps.

Developing the resource 
capabilities
For midsize and larger banks, recent 
experiences in responding to stress-testing 
requirements imposed by the Dodd-Frank 
Wall Street Reform and Consumer 
Protection Act could provide a model 
for transitioning to the new credit losses 
standard. As with the introduction of 
stress testing, establishing, developing, 
and executing the CECL model should 
be regarded as a major project for these 
entities, requiring a collaborative effort 
across numerous business units and 
administrative functions.

Entities will need to assess whether they 
have the expertise – either in-house 
or outsourced – to implement the 
CECL model.

An earlier article in this series2 pointed 
out that a well-established approach to 
the transition begins with the formation 
of a CECL transition team – a group that 
represents a cross section of an entity’s 

functions to provide perspective. In 
addition to a dedicated project manager 
who can oversee execution, timelines, 
and requirements, other key members 
might include:

• Compliance and accounting professionals 
who understand the standard in detail

• Lending operations representatives 
who understand the portfolio data 
and where to access information from 
existing systems

• Credit risk personnel who understand 
current methods and risks within 
the portfolio

• Finance operations, analytics, and 
treasury representatives including 
(particularly in larger financial services 
entities) stress-testing or capital 
analysts with experience in preparing 
and evaluating forecasts of economic 
conditions

• Internal audit representatives capable of 
testing the relevant controls

• Software development resources with 
modeling capabilities and experience

While the duties of the transition team 
are discussed more fully in the earlier 
article, the main point is the team must 
be supported by adequate resources 
who have both the time and expertise 
needed to contribute to the transition in a 
meaningful way.

http://crowehorwath.com/cecl
http://www.crowehorwath.com/insights/asset/adapting-cecl-governance-oversight/
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For entities that outsource some of the 
supporting functions, vendor selection and 
vendor management considerations also 
should be factored into the transition team 
composition and operations.

Developing the enabling 
technology
Because it replaces the incurred loss model 
for estimating credit losses with a more 
forward-looking approach that takes into 
account expected losses over the lifetime of 
the financial asset, many entities inevitably 
will need to determine what they need to 
access and manage significantly greater 
volumes of data. The standard requires use 
of reasonable and supportable forecasts. 

Many entities might find it necessary 
to redefine their data management 
requirements to include more robust 
portfolio data, borrower and economic data, 
exposure-level data, historical balances, 
risk ratings, charge-off and recovery data, 
and appropriate peer and industry data. 
In addition to accessing a wider variety of 
data sources, entities might decide to revise 
the way they store and maintain certain 
critical data and to obtain significantly 
greater analytic and modeling capabilities.

It is important to develop an inventory of 
the systems that will be needed to support 
the CECL model, including the capabilities 
and limitations of their existing systems. 
For loans and leases, five broad types of 
systems are involved:

1. Source systems. These include the 
loan origination systems, loan servicing 
systems, and the relevant accounting 
systems that work with them. Even 
relatively small banks typically have 
several separate systems for managing 
various types of loans and leasing. 
Larger banks often have dozens – up to 
100 or more in some of the very largest 
banks. Most also operate separate loan 
origination systems, with some of the 
origination data not fully passed on to the 
core system. To perform forward-looking 
loss projections, loan origination data 
must be readily accessible – ideally in a 
single system.

2. Data warehousing. A common challenge 
that many entities encounter is an inability 
to do trend analysis over time because 
source systems do not retain historical 
data. Rather, existing data is overwritten as 
new data is input. In order to get trending 
information, a data warehousing system 
must capture snapshots of the portfolio 
data. Then, using data mining techniques, 
this information can be used in performing 
trend analysis.
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Another data warehousing challenge 
is the need to standardize data from 
inconsistent data formats in disparate 
source systems. Although many entities 
have some data warehousing capabilities, 
these functions often are provided by 
their core system supplier and do not 
necessarily offer the additional fields that 
might be needed for CECL calculations.

3. Modeling systems. Econometric 
models (which apply statistical methods 
to economic data) and understanding 
how the overall economy relates to 
loss potential can be key components. 
Many entities have not focused on these 
historically. While the new FASB standard 
does not require the use of an econometric 
model, some entities might desire to 
implement one. In addition, as entities 
grow in size and complexity, they might 
need to move to the use of defensible 
econometric models.

Beyond the question of econometric 
models, the use of internal models is also 
a major component of the new credit 
losses method. A variety of approaches 
can be used to project losses, all of 
which involve some aspect of modeling, 
whether they are relatively simple loss 
rate methodologies or more sophisticated 
regression-type models. These models 
must be created, applied, and validated, 
with documentation and controls in place.

4. Financial statement spreading software. 
Ideally, the outputs from commercial loan 
spreading software would be integrated 
fully into the credit data warehouse or 
incorporated back into the CECL model. 
In most entities, however, such software 
still tends to be stand-alone, point-in-time 
software. Integrating spreading software 
makes it possible to compare compliance 
and creditworthiness trends over time. 
This will be needed to enable forward-
looking projections of the effects of 
future events.

5. Specialized vendor technology. Some 
entities have not employed specialized 
technology to perform ALLL-related 
calculations, and the new FASB standard 
does not mandate that they do so. 
However, some entities might find their 
existing ad hoc or spreadsheet-based 
systems are simply inadequate. In addition 
to using integrated and automated tools 
and modeling systems for CECL-related 
calculations and, if applicable, stress-
testing purposes, most entities will find 
such technology also improves their 
overall portfolio management capabilities 
and performance. Additionally, being able 
to automate existing ALLL disclosures 
and the new CECL disclosures can 
create significant efficiencies over 
the financial reporting process and 
should be considered when assessing 
technology options.

http://crowehorwath.com/cecl
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The CECL implementation team can 
provide guidance to work through 
software selection questions such as 
deciding whether to purchase third-
party vendor software or use internally 
developed solutions, choosing between 
hosted or in-house systems, and 
addressing basic issues such as cost, 
size, and scalability requirements.

Adding value beyond 
compliance
The new FASB standard for estimating 
expected credit losses has been called 
“the biggest change in the history of 
bank accounting,”3 and most entities 
almost certainly will encounter at least 
some challenges as they allocate 
the needed resources and evaluate 
changes to their technology systems 
to work toward compliance.

The good news, however, is that 
the transition to a CECL model can 
offer additional advantages. Beyond 
compliance, the implementation effort 
is also an opportunity to add value to 
the entity by upgrading its overall credit 
portfolio management systems and 
capabilities. Furthermore, the automation 
of systems and processes, coupled 
with enhanced data warehousing 
capacity, can have a large, positive 
impact on operational efficiency.

By investing wisely, entities can enhance 
and upgrade multiple systems, solutions, 
and analytic capabilities – adding value 
beyond mere compliance alone.
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1 For a more complete explanation of the implementation schedules, see the first article in this series, “Adapting to CECL – 
Part I: Identifying Portfolio Risks,” http://www.crowe.com/insights/asset/adapting-cecl-transition-framework/

2 See “Adapting to CECL – Part III: Establishing Effective Governance and Oversight,” http://www.crowe.com/insights/
asset/adapting-cecl-governance-oversight/

3 “ABA Spearheads CECL Workshop With FASB, Regulators and Auditors,” ABA Banking Journal, March 21, 2016, http://
bankingjournal.aba.com/2016/03/aba-spearheads-cecl-workshop-with-fasb-regulators-and-auditors/
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