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The new Financial Accounting Standards Board 
(FASB) standard for estimating expected credit losses 
presents financial services organizations with a wide 
variety of challenges as they work toward compliance. 

One area of particular concern is the need 
to identify, access, validate, and coordinate 
the various types of data that will be 
needed to calculate credit impairment 
under the new standard. 

This article, which is part of a series 
outlining a comprehensive approach to 
making the transition to the new standard, 
explores the importance of promptly 
performing a data inventory to assess 
the availability, reliability, and accuracy of 
the data elements that will be needed to 
comply with the new standard.

The FASB’s new credit impairment standard 
(Accounting Standards Update No. 
2016-13, “Financial Instruments – Credit 
Losses (Topic 326): Measurement of 
Credit Losses on Financial Instruments”) 
will affect financial services organizations 
such as banks, insurance companies, 
finance companies, and credit unions in a 
variety of ways. One of these effects will 
be a significant increase in the types and 
ranges of data that such organizations need 
to capture and retain in order to properly 
estimate future credit losses.

Because credit impairment calculations 
will now take into account expected losses 
over the lifetime of the financial asset, 
affected organizations may need to engage 
in significantly more data gathering than 
was necessary under previous methods. 
The new data requirements may include 
more robust portfolio data, borrower 
and economic data, exposure-level data, 
historical balances, credit and risk ratings, 
charge-off and recovery data, and peer and 
industry data.

In many lending institutions, some of 
this necessary data already exists within 
various internal systems such as the loan 
origination and loan servicing systems. 
Accessing this data can be a complex 
challenge, however, since these systems 
often are not integrated and coordinated, 
and they do not share information in an 
automated or consistent manner. Even 
organizations with centralized data 
warehouses can find themselves struggling 
to access the needed data quickly and 
to integrate it consistently into their loss 
estimate calculations and analyses.

http://www.fasb.org/cs/ContentServer?pagename=FASB%2FDocument_C%2FDocumentPage&cid=1176168232528
http://www.fasb.org/cs/ContentServer?pagename=FASB%2FDocument_C%2FDocumentPage&cid=1176168232528
http://www.fasb.org/cs/ContentServer?pagename=FASB%2FDocument_C%2FDocumentPage&cid=1176168232528
http://www.fasb.org/cs/ContentServer?pagename=FASB%2FDocument_C%2FDocumentPage&cid=1176168232528
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In addition, many organizations will need to 
access additional information from external 
sources in order to implement the new 
current expected credit loss (CECL) models.

This article in our series on making the 
transition to a CECL model highlights the 
data inventory process that organizations 
should consider (see Exhibit).

Exhibit: Making the transition to a CECL model
 

Source: Crowe analysis

RISK IDENTIFICATION

Understanding portfolio characteristics and drivers of portfolio performance, including 
lending attributes, loan structures, prepayment risks, and changes in the macroeconomic 
environment. This component will enable the bank to appropriately segment and model 
the portfolios based on common drivers of risk.

DATA INVENTORY

Understanding the availability 
and limitations of data required 
to develop and maintain an 
effective CECL model. This 
includes the reliability and 
accuracy of data elements in 
addition to the historical time 
horizon of data availability.

RESOURCE CAPABILITIES

Understanding the capabilities 
and limitations of the human 
resources identi�ed to develop 
and execute on the CECL model.

ENABLING TECHNOLOGY

Understanding the existing 
systems, including the capabilities 
and limitations of those systems 
that may support the execution of 
the CECL model. This includes 
source systems, data warehouses, 
modeling systems, �nancial 
statement spreading software, 
and vendor technology specially 
designed for CECL. 

GOVERNANCE AND OVERSIGHT

Understanding risk management 
practices surrounding the 
development, execution, and 
maintenance of the CECL model. 
This includes established roles and 
responsibilities of the board and 
senior management, as well as 
policies and procedures in place to 
articulate the expectations of the 
CECL model and ongoing 
execution of the model. 

ACCOUNTING AND 
REGULATORY ALIGNMENT

Assesses the ability of the 
CECL model to meet 

accounting and regulatory 
needs and objectives.

http://crowehorwath.com/cecl
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New calculation methods 
require new data
The new FASB standard replaces the 
incurred loss model for estimating credit 
losses with the new CECL model. Although 
the new model will apply to many types 
of financial assets that are measured 
at amortized cost (including financing 
receivables, held-to-maturity debt 
securities, trade receivables, reinsurance 
receivables, and repurchase agreement 
receivables) it also will apply to a few items 
that are not financial assets measured at 
amortized cost, such as net investments 
in leases by a lessor (“lease receivables”) 
and off-balance sheet credit exposures. 
However, by a significant margin, the largest 
impact for many lenders will be on the 
allowance for loan and lease losses (ALLL).

Under the new standard, balance sheets 
must include an allowance that reflects the 
current estimate of expected credit losses 
on financial assets, along with estimated 
cash flows from those assets that the 
organization does not expect to collect. To 
calculate these estimates, banks and other 
organizations will need to consider a broad 
range of information about the collectibility 
of contractual cash flows, particularly 
their historical loss experience on various 
types of loans.

Under the CECL model, reporting 
organizations will make adjustments to 
their historical loss experience to reflect 
differences between the risk characteristics 
of their current portfolio and the risk 

characteristics of the assets on which their 
historical loss experience is based. The 
information to be considered includes prior 
portfolio composition, past events that 
affected the historic loss, management’s 
assessment of current conditions and 
current portfolio composition, and forecast 
information that the FASB describes as 
“reasonable and supportable.” 

To develop and support the expected credit 
losses and any adjustments to historical 
loss data, organizations will need to 
access a wider array of data that is more 
forward-looking than the simpler incurred 
loss model.  

Pooling for expected 
credit loss measurement
As part of their analysis under the new 
standard, financial services organizations 
must segment their credit exposures 
into pools of assets that share similar 
characteristics or attributes, such as loans 
of the same product type, and loans with 
similar features (for instance, collateral, 
term, and risk rating).1 Smaller, less complex 
organizations may find the pooling methods 
previously used for the incurred loss model 
may suffice with some modifications to 
capture life-of-loan aspects of the portfolio 
and look for trends to apply forecasts. 
It is likely that larger, more complex 
organizations will identify a combination 
of characteristics that are meaningful in 
establishing effective pooling methods 
to isolate life-of-asset credit risk and 
macroeconomic effects.  
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As outlined in the first article in this series, 
“Adapting to CECL – Part I: Identifying 
portfolio risks,” the management team should 
consider five categories when segmenting 
the portfolio. The risk identification process 
will help prioritize the immediate data needs 
with respect to the current identified risks in 
the portfolio based on the selected expected 
credit loss calculation methodology.  

Pooling for vintage 
disclosures
In addition to pooling loans with various 
shared characteristics for expected credit 
loss measurement, the new FASB standard 
also requires most reporting organizations 
to disclose financing receivables (for 
example, loans) and lease receivables 
by class of financing in order to disclose 
credit-quality indicators by vintage, or year 
of origination. For acquired financing and 
lease receivables, vintage year will be based 
not on date of acquisition but rather on initial 
date of issuance. Funded and unfunded 
line-of-credit arrangements (for example, 
credit cards) and repurchase receivables are 
excluded from this disclosure requirement. 
However, held-to-maturity debt securities 
would require similar disclosures by major 
security type. It’s important to understand 
that the class of financing receivable 
used for disclosure purposes may be 
different from the pooling structure used 
for calculating the expected credit loss. In 
general, the class may be an aggregation of 
the portfolio segments used for expected 
credit loss calculation purposes.

Public business entities (PBEs) will be 
required to disclose loans by vintage, 
showing the five most recent annual 
reporting periods, with loans originated 
before then shown in aggregate. For PBEs 
that do not meet the definition of a Securities 
and Exchange Commission (SEC) filer, this 
disclosure requirement is phased in over a 
two-year period, and private companies may 
elect not to make the vintage disclosure.

Internal data inventory – 
the clock is running
Although most of the data needed to 
perform these various pooling, disclosure, 
and expected credit loss calculations 
can be found somewhere, in some form, 
within most financial service organizations’ 
systems, these disparate systems generally 
are not well integrated. In addition, many 
data points such as customer financial 
ratios and other credit loss characteristics 
are regularly updated and replaced with 
each new reporting period, which can 
make it impossible to track the historical 
data needed for determining trends and 
calculating adjustments. Other customer-
specific credit loss characteristics that may 
be used in loan origination today may not 
be updated subsequently to enable use in 
expected credit loss models in the future.

Recognizing the significant new data 
requirements and other new practices 
that will be involved in implementing the 
CECL model, the FASB provided additional 
time for financial services organizations to 
adopt new methods. For PBEs that meet 

http://crowehorwath.com/cecl
http://www.crowehorwath.com/insights/asset/adapting-cecl-transition-framework/
http://www.crowehorwath.com/insights/asset/adapting-cecl-transition-framework/
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the definition of an SEC filer, the standard 
becomes effective in fiscal years beginning 
after Dec. 15, 2019, including interims within 
that fiscal year. For PBEs that are non-SEC 
filers and all other entities, the standard 
goes into effect in fiscal years beginning 
after Dec. 15, 2020. PBEs that are non-SEC 
filers will adopt effective the first quarter 
of the fiscal year beginning after Dec. 
15, 2020; all other entities will not adopt 
until the fourth quarter of the fiscal year 
beginning after Dec. 15, 2020. 

Regardless of the specific deadlines that 
apply to each type of entity, all organizations 
should start almost immediately, capturing 
and retaining certain types of financial 
asset and credit data that their current 
systems may not be preserving. These data 
fields must be captured and maintained 
permanently over the life of each asset 
and beyond, in order to enable appropriate 
pooling and disclosure and to establish 
historical performance trends and loss 
patterns that will be needed to perform the 
new expected loss calculations. Internal data 
elements should focus on risks identified in 
the portfolio and modeling techniques the 
organization finds best suited for measuring 
the risks.  

Reporting organizations quickly should 
begin assembling a comprehensive 
inventory of the data that will be needed to 
prepare for their compliance deadlines, and 
they then should take steps to make this 
data available and accessible in a usable 
format. (See the sidebar, “Critical internal 
data elements.”)

External economic data
In addition to locating, capturing, and 
retaining internal loan portfolio data, financial 
services organizations also must make 
adjustments to reflect how current conditions 
and reasonable and supportable forecasts 
differ from the conditions that existed when 
the historical loss information was evaluated.2  

Expected portfolio performance can 
be affected by a variety of external 
macroeconomic conditions. Although a few 
of the largest national banking organizations 
engage in sophisticated economic 
forecasting, the vast majority of financial 
services organizations will need to access 
reliable information from external sources 
that meet the definition of “reasonable and 
supportable.” 

A good place to start is by reviewing the 
baseline domestic macroeconomic variables 
provided by the Office of the Comptroller 
of the Currency (OCC) for Comprehensive 
Capital Analysis and Review (CCAR) and 
Dodd-Frank Act Stress-Testing (DFAST) 
purposes. Because these are the variables 
used by regulators themselves in developing 
their economic scenarios, they would 
seem to provide a reasonable starting point 
for obtaining potentially relevant historic 
economic variables and considerations from 
the regulatory perspective of baseline future 
economic conditions.

Such broad national metrics – such as 
disposable income growth, unemployment, 
and housing prices – would need to be 
augmented by comparable local and 
regional indexes. Data from sources 
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Critical internal data elements
The following list should not be regarded as exhaustive, but it does offer a general listing of the types of data that will be 
needed to enable appropriate pooling and disclosure as well as to establish historical performance trends and loss patterns 
for a portfolio of loans. Differences can exist depending on the type of loan, presence or absence of loan characteristics (for 
example, collateral or guarantees), identified risk drivers, and type of expected credit loss method being applied.

STRUCTURAL ELEMENTS AND 
IDENTIFIERS
• Account or loan number
• Loan type or purpose
• Borrower/guarantor identities
• Current balance
• Commitment amount at origination
• Origination balance
• Origination date
• Renewal date if origination date not reset
• Maturity date
• Interest rate, type (fixed or variable), 

and frequency
• Payment type (principal/interest, balloon, 

interest only, etc.)
• Lien position and additional debt secured 

by property
• Prepayment activity if using complex 

modeling or supporting life-of-loan 
assumptions in simplified methods

COMMON RISK IDENTIFIERS
• Risk rating and date of rating changes
• Credit scores or credit ratings
• North American Industry Classification 

System (NAICS) or Standard Industrial 
Classification (SIC) codes

• Location of borrower (city, state, zip code)
• Location of collateral (city, state, zip code)
• Property type or other collateral type
• Appraised values and dates for collateral
• Collateral coverage (loan-to-value) at 

origination
• Current collateral coverage (loan-to-value)
• Debt service coverage or debt to income
• Net operating income (by date and period) 

on commercial real estate
• Expenses (by date and period) on 

commercial real estate and other real 
estate owned (OREO)

• Capitalization rate on commercial 
real estate

• Lessees or renters on commercial 
real estate 

• Income stream or rent on commercial 
real estate

• Occupancy rate on commercial real estate
• Delinquency counts
• Current number of days delinquent 

(current, 30, 60, 90+)

COMMON METHODOLOGY 
DATA ELEMENTS
• Charge-off and recovery amounts by date 

and instrument
• Periodic segment balances if using a loss 

rate method
• Default and cure date (must first define 

“default and cure” triggers if using a 
component loss method)

• Default reason
• Amount outstanding at default

such as the Federal Deposit Insurance 
Corp. quarterly Consolidated Report of 
Condition and Income (or “call report”) 
and the Federal Reserve Economic Data 
(FRED) database, maintained by the 
Federal Reserve Bank of St. Louis, also can 
be useful. 

For organizations that are not of sufficient 
size to justify extensive internal research 
departments, a number of external 
providers compile and standardize such 
data and provide it in database formats. 
Identifying and qualifying such sources 
should be part of the data inventory 
process being launched to prepare for the 
new CECL standard. 

Regardless of the source and complexity of 
adjustments, as noted in recent speeches 
by SEC staff,3 many aspects of the SEC’s 
existing guidance related to the loan loss 
allowance methodologies, principally Staff 
Accounting Bulletin No. 102,4 will continue to 
be relevant under the new CECL standard. 
Adjustments to historical factors to capture 
information not already included in the 
entity’s loss estimation model fit squarely 
into this guidance – with an expectation 
that management applies sufficient rigor to 
understanding the assumptions and biases in 
the historical data to establish a starting point 
to make adjustments. Adjustments under 
the CECL model to capture differences in 
the future economic environment are a new 
element that will require focused attention 
and sufficient, objective evidence to support 
those adjustments.   

http://crowehorwath.com/cecl
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Looking beyond 
compliance
The new FASB reporting standard for credit 
losses will require banks and other financial 
services organizations to present expected 
losses in a timelier manner, which in turn 
will provide investors with better information 
about expected losses. While this presents 
organizations of all sizes with some 
significant initial compliance challenges, 
it also can be viewed as an opportunity 
to improve performance and upgrade 
management capabilities.

By understanding the current availability 
and limitations of portfolio data and by 
improving the reliability and accuracy of 
various data elements, financial services 
organizations can be prepared to manage 
their portfolios in a way that improves 
income and maximizes capital efficiency. 

Further articles in this series examine 
other components of the CECL transition 
process including initial risk identification, 
appropriate governance and oversight, 
and necessary resource and technology 
requirements.

Learn more
Dave Keever is a principal with Crowe and 
can be reached at +1 317 706 2669 or 
dave.keever@crowe.com. 
 

1 See FASB Accounting Standards Codification (ASC) 326-20-55-5 for risk characteristics an entity may consider for 
segmenting financial assets into pools for expected credit loss measurement.

2 See ASC 326-20-55-4 for a list of factors an entity may want to consider in determining whether to adjust historical loss 
experience, including environmental factors. 

3 Wesley Bricker, “Remarks Before the 2016 Baruch College Financial Reporting Conference,” May 5, 2016, https://www.
sec.gov/news/speech/speech-bricker-05-05-16.html

4 Securities and Exchange Commission Accounting Series Release No. FR-28 (Article 9, Section 401.09), “Accounting for 
Loan Losses by Registrants Engaged in Lending Activities,” December 1986, and “Staff Accounting Bulletin: No. 102 
— Selected Loan Loss Allowance Methodology and Documentation Issues,” July 6, 2001, http://www.sec.gov/interps/
account/sab102.htm
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