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Issue Nine takes a deep dive into the CECL accounting standard, with an
exclusive seven-page article written by Lead Quantitative Analytics and
Modeling Expert from PNC; reviewing the challenges of implementation
and the impact of modeling assumptions on CECL estimates. You
will also find a snapshot survey report: ‘CECL: Industry overview on
progress, data, modeling and challenges’, examining the progress of
implementation, model decisioning, data availability, and their overall
impact on portfolios and reserves.
Our distinguishing sections include, as always: An insight into what’s on
the horizon for operational and liquidity risk professionals, a look into
the opportunities and challenges facing the stress testing industry and
finally, a fast-becoming regular section examining the ever-evolving world
of financial technology and innovation, with an exclusive look into our
newest event: X-Tech 2019, taking place in Las Vegas, exploring the rise
in uses of technology and continual innovation across financial services.
The last quarter of the year brings us even closer to the closing of 2018,
but most importantly, it brings with it CeFPro’s Q4 Events. Some of
our authors will be providing a more in-depth insight at our upcoming
conferences… Have you registered your place? Take a look at the
upcoming events online here.
We trust you will find this issue informative. We value your feedback,
please let us know what you think of our Risk Insights platforms and new
member system via email at marketing@cefpro.com.
Risk Insights Team
Center for Financial Professionals
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WHY ARE CEFPRO
CONFERENCES AN
IMPORTANT PART OF
YOUR WORKING YEAR?
HEAR FROM PAST ATTENDEES AND SPEAKERS OF OUR EVENTS…

The main benefit of Center for Financial
Professionals’ congresses is networking. Here you meet
old friends and make new ones who have experiences
and insights that they are willing to share. This sharing
helps delegates improve their job performance through
new skills or better practices. This synergy from multiple
experts’ sharing ideas is difficult to replicate.
Secondarily, the material itself is eye opening. CeFPro
spends a great deal of time surveying industry
practitioners to learn their priorities and see what
challenges financial institutions face today. Reviewing
the agenda is a valuable radar for seeing what issues are
coming down the pike.
Finally, CeFPro congresses grant access to FinTech firms
in a considerably less aggressive but more informative
way than the cold calls we all get. From time to time,
the open, honest and professional vendor presentations
at CeFPro conferences lead to valuable
relationships.
Tally Ferguson, Director of Enterprise-Wide Risk,
BOK Financial

Some of the brightest minds in the field are at these
conferences and this is a terrific opportunity to discuss
and ask questions on what others are doing with their
frameworks; issues they might be having; the make-up
of their taxonomies and libraries; what systems and tools
they leverage, etc… Bring plenty of business cards to
exchange with others.
Thomas Tobin, Director, Operational Risk, Mizuho

It’s always good to get industry perspective on such
a challenging project; like most companies affected by
IFRS 9 we are going through our embedding phase and
review of some of our weaker processes, coming to a
conference like this you get fresh insights into how others
are facing their challenges and can bring new ideas to
your own.
Louis Brown, Head of Credit Risk Modelling, Investec

The challenges we each face at work are very
complicated, and they are highly dynamic; more so than
ever before. The acceleration-of-change is our norm. To
adapt with the times, one must attend conferences and
webinars and listen closely to others. Problem-solving
today necessitates collaborative dialogue.
James Wistman, Head of Brand Risk & Compliance/MRLO,
Santander, Abbey National Treasury Services, US Branch

VIDEO
Conferences like this are a great way of hearing from
other professionals looking at similar risk and compliance
challenges but from different business models, different
jurisdictions and different organizational cultures. I always
learn a lot from attending these conferences and they
help to put the challenges we are facing into the broader
context.
Andrew Turvey, Head of Treasury Risk & Compliance,
Clydesdale Bank
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View the full collection of upcoming events here.
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Section 1:
Introduction
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THE CURRENT EXPECTED CREDIT
LOSS (CECL) - IMPLICATIONS FOR
FINANCIAL INSTITUTIONS AND
AN ANALYSIS OF THE IMPACT OF
MODELING ASSUMPTIONS

In the United States, the Financial Accounting
Standards Board (“FASB”) issues the set of
standards known as Generally Accepted Accounting
Principles (“U.S. GAAP”), a common set of
guidelines for the accounting and reporting of
financial results. In this we focus on the guidance
governing the Allowance for Loan and Lease Losses
(“ALLL”), the financial reserves that firms set aside
for possible credit loss on financial instruments.
The recent revision to these standards, the Current
Expected Credit Loss (“CECL”; FASB, 2016)
standard, is expected to substantially alter the
management, measurement and reporting of loan
loss provisions. The prevailing ALLL loss standard
for the U.S. has been the principle of incurred loss,
wherein credit losses are recognized only when
it is likely that a loss has materialized. This is a
calculation as of the financial reporting date and
future events are not to be considered, which impairs
the capability of managing reserves prior to a period
of economic downturn. The result of this deferral
implies that provisions are likely to be volatile and
subject to the phenomenon of procyclicality, which
means that provisions rise and regulatory capital

ratios decrease exactly in the periods where we
would prefer the opposite. In Figure 1, we illustrate
the procyclicality of credit loss reserves under the
incurred loss standard. We plot Net Charge-off Rates
(“NCORs”), the provisions for loan and lease losses
(“PLLL”) and the ALLL for all insured depository
institutions in the U.S., sourced from the FDIC Call
Reports for the period 4Q01 to 4Q17. NCORs began
their ascent at the start of the Great Recession in
2007, while PLLLs exhibit a nearly coinciding rise,
while the ALLL continues to rise well after the
economic downturn and peaks in 2010, nearly a year
into the economic recovery. This coincided with a
deterioration in bank capital ratios, which added to
the stress on bank earnings, impairing the ability
of institutions to provide sorely needed loans and
contributing to the sluggishness of the recovery in
the early part of the decade.

Section 2:
Practical Challenges in Implementing CECL

In this section, we discuss some of the practical challenges facing institutions in implementing CECL frameworks.
In the midst of the financial crisis during 2008, when the problem of countercyclicality of loan loss provision came
to the fore, the FASB and the IASB established the Financial Crisis Advisory Group to advise on improvements in
financial reporting. This was followed in early 2011 with the communication by the accounting bodies of common
solutions for impairment reporting. In late 2012, the FASB issued a proposed change to the accounting standards
governing credit loss provisioning (FASB, 20121)which was finalized after a period of public comment in mid-2016
(FASB, 20162), while in the meantime the IASB issued its final IFRS 9 accounting standard in mid-2014 (IASB, 20143).
The IFRS 9 standard was effective as of January 2018 while CECL is effective in the U.S. for SEC registrants in
January 2020 and then for non-SEC registrants in January 2021; however, for banks that are not considered Public
Business Entities (PBEs), the effective date will be December 31, 2021.
Figure 2: The accounting supervisory timeline for CECL and IFRS 9 implementation
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This paper will proceed as follows. In Section 2, we
will discuss some practical challenges faced by the
industry in establishing models and processes to
meet CECL requirements, and in Section 3, we will
summarize an empirical analysis of the impact of
assumptions on CECL estimates. >>
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Figure 3: The CECL accounting standard – Regulatory Overview
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Figure 1: Net Charge-off Rates,
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assets and the ALLL – All insured
depository institutions in the
U.S. (Federal deposit insurance
corporation statistics on depository
institutions report
– Schedule FR Y-9C)
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