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This document is a communication vehicle and
does not constitute official accounting or
supervisory policy. Refer to applicable system policy
and U.S. GAAP guidance for more specific
Information. The views expressed in this document
are those of the author(s) and do not necessarily
reflect the views of the Federal Reserve Bank of
Atlanta, the Federal Reserve Board of Governors,
or the Federal Reserve System.
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CECL - Current Expected Credit Losses Methodology

 Replaces the existing incurred loss methodology for

estimating allowances with a current expected credit
losses methodology (CECL)

Book the difference
as CECL allowance

Amortized cost:
Unpaid principal balance lent to a customer
adjusted for loan fees and origination expenses,
repayments, write-offs, nonaccrual practices, and
certain hedging transactions

Amount expected to be Collected:

Remaining amounts expected to be collected
from each loan

Unadjusted Adjustments
historical

for past
lifetime loss

and
events and
experience current

Adjustments
for reasonable

CECL credit
supportable
conditions

losses
forecasts
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It's not just loans...

Debt Securities

‘ Held for
AM A investment CECL Held to Maturity CECL
M ’ (HFI) “pcDA “pcDr
Available for Sale NEW AFS credit
y; (AFS) loss model*
M? Held for Sale Lower of amortized cost _—
gl WW or fair value **
1 Trading Fa_lr value-net
Income *

& Under the new credit-loss model for AFS, credit losses will be recorded through an allowance.

*%* No change to current U.S. Generally Accepted Accounting Principals (GAAP).

Allowance for purchased credit deteriorated (PCD) financial assets is determined in similar manner; however,
initiation allowance is added to purchase price, rather than as a provision expense.

Source: Based on Federal Accounting Standards Board’s Federal Financial Institutions Examination Council presentation
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Time keeps on ticking...

- Effective date based on entity characteristics
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3.5years

Filers

Down to <1 years

4.5 years

B
Down to <2 years
'21,'20,'19 '22,21,20,/19  |'23,22,21,20,'19

Down to <3 years

private

ot required

FASB clarified
Time available forimplemention Onglnal intent Of
Earliest date adoption permitted Non-PBEs

We are here -First period adoption required effective date
* For interim-periods, current year-to-date

considered to be current-period originations.

Source: FASB’s March 28, 2017 presentation ‘FASB Update’
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Yes —there is a lot of touchpoints!

* Policy Setting

Auditors
 FAQs and other publications
» Regulatory Capital Phase-in e ‘
» Capital stress testing R/ o \ TS S
 Reporting Vsl

Financial
Institutions

. Core Loan
Data
2 System
Providers 5
Providers

e Qutreach

 Industry/FASB efforts to
address implementation s/
practices and issues Conterences

Groups
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Avoiding paralysis by analysis

Do’s Don’ts

Become familiar and educate BOD and staff Don’t wait to prepare — CECL is coming

Determine the effective date

No artificial inflation of ALLL to smooth
Identify functional areas for participation impact of adoption

Discuss with internal &
external stakeholders
No ‘“‘cookie jar” reserves

Review current allowance and credit risk
management practices to leverage

Identify systems & identify and retain data

for your firm

Evaluate and plan for capital impact

Make an actionable plan with accountability Don’t confuse complexity with success

Don’t overlook CECL’s scope



